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REMARKS UPON CERTAIN ASPECTS OF THE THEORY 
OF COSTS ! 


TuE Theory of Costs is not one of those parts of Economic 
Analysis which can properly be said to have been unduly neglected. 
It has always occupied a more or less central position, and in 
recent years it has been the subject of a quite formidable body of 
new work. There is, indeed, no part of his subject about which 
the contemporary economist may legitimately feel more gratified, 
either as regards the quality of the work which has been done or 
as regards the temper in which it has been undertaken. Yet, in 
spite of this, the present state of affairs in this field is not alto- 
gether satisfactory. The various problems involved have been 
tackled by different sets of people; and the conclusions which 
have been reached in one part of the field have sometimes a rather 
disquieting appearance of incompatibility with conclusions which 
have been reached elsewhere. No doubt some of this apparent 
incompatibility is real. It is not to be expected that here—any 
more than elsewhere—economists should have reached finality. 
But some of it is probably illusory; and if, in discussing these 
matters, we were to state more decisively the problems which 
we are attempting to solve, and the assumptions on which we 
proceed, it seems likely that not only should we be able to clear 
up our outstanding real points of difference more quickly, but 
that, in the course of doing so, we should also discover that many 
of them depended essentially upon subtle differences of object 
and assumption, hitherto insufficiently stated. At any rate, it 
is in the belief that this would be so that these very tentative 
remarks are put forward. 

The paper falls into four parts. In the first, I discuss the 
fundamental nature of costs; in the second, the relation between 
this conception and the Marshallian supply curve; in the third, 
the relation between costs and technical productivity. I conclude 
with some notes on cost variation through time. 
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I 


I start, then, with fundamentals. The conception of costs in 
modern economic theory is a conception of displaced alternatives : 
the cost of obtaining anything is what must be surrendered in 
order to get it. The process of valuation is essentially a process 
of choice, and costs are the negative aspect of this process. In 
the theory of exchange, therefore, costs reflect the value of the 
things surrendered. In the theory of production they reflect 
also the value of alternative uses of productive factors—that is, 
of products which do not come into existence because existing 
products are preferred.1_ Such is the conception of costs first 
systematically developed by Wieser? and made familiar in 
English-speaking areas by Green, Wicksteed, Davenport, Knight 
and Henderson.* Following the usage of Pantaleoni ‘* and many 
others, we may refer to it for short as Wieser’s Law. 

It is probably true to say that, at the present day, the broad 
outlines of this conception are generally acceptable.6 The work 


1 This somewhat roundabout way of putting matters is deliberate. The 
money costs of production in any line of industry are a reflection of (a) the value 
of factors of production wholly specialised to that line of production (Wieser’s 
“‘ specific ” factors) and (b) the value of transferable (‘‘ non-specific ’’) divisible 
factors in other uses. It is in regard to these latter ingredients that Wieser’s 
propositions have special relevance. 

2 Ursprung und Hauptgesetze des Wirtschaftlichen Werthers, pp. 146-70; 
Natural Value, pp. 171-214; Theorie der Gesellschaftlichen Wirtschaft, pp. 61-64, 
73-81, 142-46; also the juvenile work Uber das Verhdltnis der Kosten zum 
Wert (‘‘ Gesammelte Abhandlungen,”’ pp. 377-404). 

3 See D. L. Green, ‘‘ Opportunity Cost and Pain Cost,” Quarterly Journal 
of Economics, 1894, pp. 218-29; P. H. Wicksteed, The Common-sense of Political 
Economy, p. 373. Davenport, Value and Distribution, pp. 551-2; The Econo- 
mics of Enterprise, pp. 106-49; Knight, Risk, Uncertainty and Profit, p. 92; 
‘* Fallacies in the Interpretation of Social Cost,’ Quarterly Journal of Economics, 
1924, p. 582; Henderson, Supply and Demand, p. 162. 

4 Pure Economics, p. 184. 

5 It is sometimes held that Wieser’s Law is only true of a ih of affairs 
in which the supplies of the factors of production are fixed. If these supplies 
are flexible, it is urged, then the disutility principle—the concept of real cost 
as real pains and sacrifices—comes into its own as an independent principle of 
explanation. (See Edgeworth, Papers Relating to Political Economy, vol. iii, 
pp. 56-64; Robertson, Economic Fragments, p. 21; Viner, ‘‘ The Theory of 
Comparative Costs” in Weltwirtschaftliches Archiv, Bd. XXXVI, pp. 411 ff.) 
The objection is plausible but it is not ultimately valid. Even when we are 
contemplating a situation in which the total supplies of the factors actually 
used in production are flexible, it is quite easy to show that Wieser’s Law is 
still applicable. Variations in the total supply of labour in productive industry 
are accompanied by variations in the amount of time and energy which is avail- 
able for other uses. Variations in the supply of land in production are accom- 
panied by changes in the supply of land put to consumptive uses. Variations 
in the supply of capital are accompanied by variaticns in present consumption. 
All economic changes are capable of being exhibited as forms of exchange. And 
hence, as Wicksteed has shown, they can be exhibited further as the resultant 
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of Wieser’s successors in this field—in particular the various 
writings of Professor Mayer—have brought home to us all its 
central importance as a unifying principle in the structure of 
modern analysis. And, in the sphere of applied economics, it 
becomes more and more clear that many of the most urgent 
problems of the day can be understood only in the light of the 
knowledge that it furnishes.+ 

But there is one matter on which there is not yet full agree- 
ment. It relates to the precise mode in which the displaced 
alternatives are to be conceived. Wieser’s usage is clear. They 
are to be conceived in terms of values—in terms of the values of 
the goods of the first order displaced. ‘‘ The cost of production 
of one thing,” said Wicksteed, ‘“‘ is the marginal value of another 
thing.” 2 This is the sense in which it has usually been under- 


of demand operating within a given technical environment. (See Wicksteed, 
Common-sense of Political Economy, especially Book I, chapter ix; also F. X. Weiss, 
“Die Moderne Tendenz in der Lehre vom Geldwert”’ Zeitschrift fiir Volkswirtschaft, 
Socialpolitik, und Verwaltung, Bd. XIX, p. 518; and Wicksell, Vorlesungen, 
Bd. I, p. 159.) It has been said that this becomes impossible if account be 
taken of the so-called other advantages and disadvantages of different occupations. 
Professor Viner, in the article cited above, has urged this particular objection. 
The difficulty, however, seems to be capable of a simple solution. If the other 
advantages and disadvantages are treated as joint products, the Wicksteed 
constructions can still be maintained. 

1 An example should make this quite plain. The introduction of improved 
methods of production sometimes has the effect of causing the price of the 
particular line of product concerned to fall below costs of production, and obser- 
vation of this fact has often led to the belief that, therefore, the mechanism of 
free markets is incapable of dealing with the effects of scientific invention. But 
what does such a situation imply? Prices are below costs; the products fetch 
less than the amounts which have to be paid for the factors which produce them. 
But why is this? If the factors were completely specialised to the line of pro- 
duction in question—i.e. if they had no mobility—then, in a free system, their 
prices would fall automatically with the fall in the prices of their products. 
There could be no lasting disparity between prices and money costs. But the 
costs of transferable factors, according to Wieser’s Law, are a reflection of their 
value in other possible uses. If, therefore, in one line of production, costs of 
production are higher than prices, this means, under our assumptions, that there 
are factors of production in that line which are more urgently demanded else- 
where—that the change in technique creates a new equilibrium of factors. As 
the transfer takes place under the pressure of the costs disparities, there will be 
movements of prices and costs tending to a restoration of profitability. It 
follows, therefore, that, if technical progress is accompanied by more extensive 
disequilibrium, the causes must be sought outside the area covered by our 
assumptions; the market is not free, the monetary mechanism is not functioning 
properly. There is nothing in the institutions of exchange as such which makes 
technical progress necessarily self-frustrating. This conclusion, which follows 
directly from Wieser’s Law, is surely a conclusion of considerable practical 
importance. 

2 Op. cit., p. 382; cp. also, Rosenstein-Rodan, ‘‘ Grenznutzen”’ in Hand- 
worterbuch der Staatswissenschaften, Bd. IV, pp. 1198 ff. 
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stood. In recent years, however, it has been suggested in some 
quarters that they should be conceived in terms of technical 
quantities—in terms of the quantities (as distinct from the values) 
of the goods of the first order which might have been produced. 
This is the procedure suggested by Professor Knight in his 
“ Suggestion for Simplifying the Statement of the General Theory 
of Price.” 1 He invokes Adam Smith’s parable of the beaver 
and the deer and concludes: ‘ In sum, the cost of beaver is deer 
and the cost of deer is beaver, and that is the only objective and 
scientific content of the cost notion.” The same procedure is 
adopted by Dr. Haberler in his recent article on the Theory of 
Comparative Cost.? 

Now there can be no doubt that there is much that can be 
said for this suggestion. The conception of costs as technical 
displacement has an cbjectivity and precision which is in itself 
an advantage. It has none of that elusiveness which seems to 
inhere in concepts involving subjective valuation. Moreover, 
it is true that in equilibrium the values of goods produced with 
common factors of production and variability of technical coeffi- 
cients are necessarily in harmony with their displacement cost 
ratios. It has been well known since the time of the classical 
economists that this was the case with the products of simple 
unskilled labour. This is, of course, the moral of the parable of 
the beaver and the deer. It is the achievement of Professor 
Knight and Dr. Haberler to have shown that the same generalisa- 
tion can be extended to cover the case of production with more 
than one factor of production. If the amount of a commodity 
produced by a combination of factors of production is not the 
same as can be procured by devoting the same combination to 
the production of something else and procuring the first com- 
modity by way of exchange, then clearly, if the conditions of 
production are technically variable, there will be evoked move- 
ments which tend to bring about this harmony. 

So far so good. The argument seems overwhelmingly con- 
vincing. But on closer inspection certain difficulties present 
themselves. In the first place, it is important to recognise that 
there are wide areas where the conception of costs as technical 
displacements has clearly no application. This is the case if the 
productive process involve fixed technical coefficients. The 
imputation problem (and hence the cost problem) here can only 


1 Journal of Political Economy, Vol. XXXVI, 1928, pp. 353-70. 
2 Weltwirtschaftliches Archiv, Bd. XXXII, pp. 353-70, especially the note on 
p. 358. 
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be solved in value terms. Costs of production in value terms can 
and will change with changes in demand.! But the idea of changes 
in technical displacements in this instance has no meaning. The 
same is true where we are considering commodities produced 
with different factors of production. If A and B are produced 
with n and m and C and D with p and q, there will exist exchange 
ratios between members of the first group and members of the 
second, but it is impossible, to conceive of technical displacement 
cost ratios save within them. There may be an exchange ratio 
between A and D, but when A is produced there is no technical 
quantity of D sacrificed. Yet there will certainly exist costs of 
production in the value sense. 

Moreover—and this is even more important—it is the central 
requirement of any theory of cost that it shall explain the actual 
resistances which production in any line of industry encounters ; 
that it shall explain to us the influences determining the elements 
of which account is taken by those responsible for production. 
Now, there can be no doubt that these influences are of the nature 
of valuations. The isolated producer thinks of the sacrifice he 
is making by not producing something else. The entrepreneur 
in the exchange economy thinks of the prices he has to pay for the 
factors of production. In each case, although—as with all 
valuations—there may be in the background a technical condi- 
tion, yet the final determinant is not merely technical. The 
isolated producer thinks not merely of the quantity of goods he 
gives up, but of their place on the relative scale, compared with 
the place on the relative scale of the goods he acquires. The 
price which the entrepreneur pays for the factors of production 
he uses is determined not by the number of products which they 
can produce elsewhere, but by the value of such products. Indeed 
it is most highly improbable that he knows at all the number of 
products which can be produced elsewhere. All that he knows 
are values of the factors of production, which are, of course, 
reflections of the value of other products. If we reflect upon the 


1 We can see this most clearly if we contemplate an extreme case. Suppose 
a state of affairs in which two commodities are produced by the aid of two 
classes of factors of production—the factors entering into the manufacture of the 
two commodities in proportions which are different for each commodity. (For 
example, PA involves 2x and ly and PB 1x and 2y.) Now suppose a shift of 
demand. The relative scarcities of the factors and of the products will change. 
The cost of production (in money terms) of the commodity whose manufacture 
involves the higher proportion of the factor which has become relatively scarcer 
will rise. The cost of production of the commodity whose manufacture involves 
a higher proportion of the factor which has become relatively less scarce will 
fall. There is no movement of technical displacements which corresponds to 
this. 
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way in which equilibrium is established, it is surely obvious that 
it is only through regard for cost in the value sense that any 
harmony between technical displacements and prices can be 
conceived to come about. It is only in equilibrium that such a 
harmony exists. In a state of disequilibrium, prices, costs and 
displacement ratios may all be different. If we do not keep these 
things conceptually discrete, we cannot understand the actual 
process of equilibration. This is not merely true of the Austrian 
approach. The condition that prices shall be equal to cost of 
production in the value sense is as essential a condition of equili- 
brium in the Walrasian system as the condition that marginal 
products shall be proportionate to factor prices. 

For both these reasons, therefore, because there are whole 
areas where technical displacements are not conceivable, and 
because it does not focus attention on the actual process of price 
formation, I conclude that the conception of costs as quantities 
of goods foregone is not acceptable. No doubt the technical 
conditions of production play an important part in determining 
the conditions of equilibrium. But to make the cost concept 
purely technical is to deprive it of important analytical functions 
and to run the risk of misunderstanding. We shall see that a very 
similar procedure underlies some of the deficiencies of particular 
equilibrium analysis. 

But this brings me to the second part of my paper : the relation 
between this general conception of costs and the Marshallian 
supply curve. 

II 

According to Wieser’s Law, costs of production under com- 
petitive conditions are a reflection of the value of the alternatives 
which are displaced in order that the goods in that line of pro- 
duction may be produced and appropriated by the ultimate 
consumers. That is to say, they are essentially a reflection of 
the strength of excluded demands—demands both for the specific 
factors specialised to such lines of production and the non-specific 
factors capable of employment elsewhere. It seems to follow 
that, in the normal case, at the point of equilibrium, just as 
demand price will be decreasing, so will cost be increasing. This 
is quite obvious in the case of equilibrium of two commodities. 
To push production beyond that point would involve a product 
of diminishing relative utility—that is, a sacrifice of increased 
relative utility. I do not think that the situation is funda- 
mentally changed when we consider many commodities. Nor do 
I think that, in this connection, it is necessary to take account of 
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the possibilities of unusual utility functions. To move in any 
direction from a position of equilibrium is to encounter increased 
resistance : this is the fundamental conception. 

But if this is so, what are we to say of the constructions, so 
familiar in the Marshallian system of what is sometimes called— 
in my opinion not very helpfully—“ partial equilibrium analysis ”’ : 
the supply curve parallel to the x axis, and the supply curve with 
a negative inclination? At first sight we seem to be faced with a 
complete contradiction. Here are constructions which, if they 
are valid, seem to point to a definite rejection of our fundamental 
conception, while if 2¢ is valid, seem themselves to be doomed to 
be rejected. Nor are we in any way reassured when, turning to 
post-Marshallian criticism, we find it stated on high authority 
that, for the analysis of competitive conditions—and, of course, 
it is competitive conditions which are in question—constant cost 
is to be regarded as the normal and increasing cost as the quite 
exceptional condition.1 We seem to have discovered a major 
inconsistency in the very centre of the corpus of pure economics. 

Now in circumstances of this kind, before concluding that it 
is necessary to make a complete break with one or other of the 
apparently conflicting usages, it is always advisable to inquire 
more closely into the implicit assumptions on which they proceed. 
Again and again in the history of economic thought, the apparent 
contradiction between different usages has come to be seen to 
rest not upon deficiencies of logic on the one side or the other, 
but upon differences of assumption concerning the problem to be 
solved. This was notoriously so in the case of the historic 
disputes regarding the Theory of Rent.? A similar difference 
can, I think, be shown to underlie part at least of this apparent 
contradiction in the Theory of Costs. 

For if we look more closely at the constructions in question, 
it becomes fairly clear that they are appropriate to the investiga- 
tion of fundamentally separate problems. The general proposi- 
tions regarding costs which spring from Wieser’s Law are essentially 
a description of the conditions of equilibrium. They answer the 
question, what would happen to costs if, from a position of 
equilibrium—other things remaining equal—it were attempted to 


1 P, Sraffa, ‘‘ The Laws of Costs under Competitive Conditions,’ Economic 
JOURNAL, 1926, pp. 535, 550. 

2 IT have attempted to indicate some of the more important of such cases 
in an article entitled ‘‘ On a Certain Ambiguity in the Conception of Stationary 
Equilibrium,” Economic JouRNAL, 1930, pp. 194-214. The present paper is to 
be regarded as essentially a continuation of the same train of thought—but 
applied to a wider area than the simple analysis of final equilibrium. 
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increase or diminish production in any particular line of industry. 
The constructions which we associate with particular equilibrium 
analysis, on the other hand, deal with what would happen if 
other things were varied; 1.e. if production were to be increased in 
response to an increase in demand. That is to say, that they are 
essentially germane to a Theory of Variations. They relate not 
to forces which maintain equilibrium once it is established, but 
rather to the differences between one equilibrium position and 
another. 

Once this is realised the apparent contradiction which we have 
been considering vanishes. If other things do not change and 
it is attempted to increase the supply of a certain product, from 
the point of equilibrium, then it is natural that costs should rise, 
for the increase must be brought about by the use of factors which 
are more urgently demanded elsewhere. But if other things 
change—if, for instance, there is an increase in the demand for 
this line of product—then an increase of production to meet it 
need not encounter such an increased resistance. The change in 
the data which is characterised by the increase in demand here 
must be accompanied by a diminution of demand elsewhere, and 
this may be such as to release factors of production in such 
measure as to permit the necessary extension at constant, or even 
at diminishing cost. Once the data change, there is no pre- 
sumption that an increase in output of a particular kind must be 
accompanied by more than proportionately increased outlay. 

There is, therefore, no fundamental incompatibility between 
the implications of Wieser’s Law and the constructions of “ par- 
ticular equilibrium” cost analysis. But it still remains to 
decide what degree of validity is to be attributed to these con- 
structions in the actual connections in which they are most 
frequently employed. 

If what I have been urging is correct, it seems clear that we 
cannot regard the Marshallian supply curves as serving the exact 
purposes of any causal explanation. They are rather to be 
regarded as providing schemata of certain possibilities of price 
variation. Jf the demand varies in this way and #f the cost varies 
in this way, then it is implicit in these assumptions that the price 
will change in this way. They provide, as it were, a convenient 
shorthand note of different ways in which particular changes may 
be regarded, According to Edgeworth, ‘movement along a 
supply and demand curve of international trade should be re- 
garded as attended with rearrangements of internal trade: as 
the movements of the hand of a clock corresponds to considerable 
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unseen movements of the machinery.” ! It is the implication of 
what I have already said, that this too must be the way in which 
we should view the supply curves of the theory of domestic values, 
if our usage is not to be out of harmony with the more precise 
implications of general equilibrium analysis. They are notes of 
the implications of given changes of the general conditions of 
demand and supply, even though one curve is not shifted. 

If this is true, it follows that the construction in question must 
have a very limited validity for the analysis of the ultimate 
conditions of equilibrium. Its essential function is to facilitate 
the examination of what happens when certain conditions are 
varied. The assumption which underlies its use in descriptions 
of final equilibrium, that all possible variations outside the 
particular industry or market under consideration may be 
neglected, is essentially incompatible with the assumptions upon 
which any exhaustive description of such conditions must neces- 
sarily be based. This, indeed, is only another way of putting the 
point which has already been made. The assumption that the 
factors of production have an infinitely elastic supply leads to a 
concentration on the purely technical features of the situation 
which necessarily misleads when the conditions of final equilibrium 
have to be determined. The objection made earlier to the Knight- 
Haberler method of treating technical displacements as equivalent 
to value costs, applies much more strongly to a treatment of value 
costs which proceeds as if only technical determinants were rele- 
vant. Itis quite true that, in a condition of competitive equilibrium, 
the prices of factors common to different industries are the same 
for the different industries concerned. But this is one of the 
results of the equilibrating process. It cannot be assumed to be 
a condition which would necessarily persist, were the other 
relations in the equilibrium disturbed. Yet this, of course, is the 
implication of a “‘ constant cost ”’ supply curve which is prolonged 
on either side of the point of equilibrium intersection. 

Now, no doubt, once we get away from the hypothesis of pure 
competition, there are many problems in which the technical 
element is so predominant that, for certain purposes, constructions 
which focus attention upon such elements are permissible and 


1 Papers Relating to Political Economy, Vol. II, p. 32. Of course, this usage 
of the integral curves, which assumes other commodities besides those registered 
on the co-ordinates to be produced in the economy under consideration, must be 
distinguished from the use of similar curves under the assumption that only two 
commodities are capable of coming into existence. There are objections to the 
use of such an apparatus, well known to all readers of Pareto, but it is arguable 
that if Marshall had proceeded on these lines he would have been much more 
reluctant to adopt his compromise constructions than in fact he was. 
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helpful. It is well known that this is so in the case of the theory 
of monopoly. Recent work suggests that it is so in the case of 
the analysis of imperfect competition. 

But such uses have their limitations. It is clear that they 
may be very definitely misleading when it is a question of deciding 
the significance for the economic system as a whole of one equi- 
librium position as compared with another. As I have argued 
elsewhere,! I am of the view that most investigations of this sort 
beg other, more fundamental, methodological questions. But, 
putting this on one side, it is surely clear that constructions which 
depend on the assumption that other things elsewhere remain 
unchanged, must necessarily lead to false conclusions when it is a 
question of estimating the total significance of changes which, by 
definition, cannot be unaccompanied by changes elsewhere. 

A simple example will make this clear. In the analysis of 
monopoly, for certain purposes the apparatus of intersecting 
demand and supply curves provides first approximations which 
are acceptable. But in any attempt to discover the significance 
for the economic system as a whole of monopoly in any line of 
industry it is open to very grave objections. For the assumption 
on which it proceeds—the assumption that other things remain 
equal—is incompatible with the most obvious implication of — 
monopolistic restrictions; namely, the assumption that, since 
the number of factors employed in the monopolised industry is 
different from what would otherwise have been the case, their 
productivity in price terms must necessarily be different. It is 
illegitimate to argue that this change is of the second order of 
smalls. It may be of the second order of smalls for the monopolist’s 
price policy. It may be of the second order of smalls in each of 
the other branches of industry affected; but for all the other 
branches of industry taken collectively it must be of a magnitude 
comparable in the universe of discourse—the “social” effect 
of the policy—with the magnitude of the primary variation. 
The objection, it will be noted, is almost exactly symmetrical 
with the fundamental objection to the use of the concept of 
consumers’ surplus. 

The case I have chosen is, of course, a very simple one. I 
should be very sorry to be understood as suggesting that those 
who use the apparatus I am discussing more frequently than I 
would care to do, are likely to be unaware of the proposition it 
exemplifies. But experience of the controversies of the last 


1 See my Essay on the Nature and Significance of Economic Science, chapter vi, 
para. 2. 
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twenty years does, I think, suggest that the use of supply curves, 
rather than the apparatus of general equilibrium analysis, in dis- 
cussing questions of this sort, carries with it dangers which may 
entrap even the subtlest and acutest intellects. There is a 
passage in the late Professor Young’s critique of Professor Pigou’s 
former position with regard to diminishing return industries 4 
which has always seemed to me to be especially significant in this 
respect although, curiously enough, it has not attracted as much 
attention as other parts of the article. ‘‘ The problem as a whole, 
it seems to me,” he says, “‘ is one to which the general theory of 
the diminishing productivity of individual factors is appropriate 
rather than the curve of marginal supply prices.” A fallacy 
which ensnared both Edgeworth and Professor Pigou is one which 
must necessarily be regarded as peculiarly deceptive. But I 
doubt very much whether they would have been thus ensnared 
if, instead of approaching the problem from the point of view 
of the intersecting curves of particular equilibrium analysis, they 
had started from the marginal productivity theorems—the 
example par excellence of the general equilibrium approach. 


Il 


I hope I have said enough to make clear my view that there 
are profound dangers in any approach to the cost problem which 
identifies cost with the merely technical or which treats costs as 
if only technical influences were significant. It is, therefore, 
with an easy conscience that I can advaice to an examination of 
certain aspects of the relation between costs and productivity in 
the technical sense. 

There is no need for me to detain the reader with an examina- 
tion of those variations of technical productivity which lead to 
increasing supply price. This is one of those parts of economic 
analysis where there is little ground for disagreement on purely 
analytical considerations. Dr. Sraffa, who is sceptical of the 
importance of the conception, bases his scepticism avowedly 
upon empirical grounds. Cases where one line of production 
utilises so large a proportion of the total supply of any factor of 
production that changes in the demand for the product will bring 

1 Wealth and Welfare, pp. 172-79. 

2 Quarterly Journal of Economics, Vol. XXVII, p. 676, et seg. See also 
Knight, “‘ Fallacies in the Interpretation of Social Cost,” Quarterly Journal of 
Economics, 1924, pp. 218-29. Professor Pigou’s retraction of his original pro- 
position is to be found in the second edition of the Zconomics of Welfare, p. 194; 


Edgeworth’s endorsement of this retraction in his review of this volume, ‘‘ The 
Doctrine of Social Net Product,” Economic JouRNAL, 1925, pp. 30 ff. 
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about changes in its price, he thinks, are rare. This view is, 
apparently, shared by Professor Knight. Whether or not one 
regards this as having prima facie plausibility, depends in part, 
I think, upon one’s views on the classification of the factors of 
production. It sounds much more plausible if one thinks of two 
factors of production than if one thinks of many. But, in any 
case, no analytical issue is at stake. 

But, on the other hand, when we come to those technical 
conditions which lead to diminishing supply price we find a very 
different state of affairs. The broad considerations involved in 
the discussion of imperfect competition and monopoly are, per- 
haps, not open to serious question. But the problems of diminish- 
ing costs under competition are still the subject of dispute and it 
is interesting to linger a little in this region. 

We have seen already that if demand for a particular com- 
modity increases, it may be accompanied by changes in demand 
elsewhere such as to cheapen the factors of production in the 
line of production in question. This is a possibility which emerges 
from general equilibrium theory, but it is not the possibility with 
which I wish to concern myself in this connection. What I want 
to do rather is to concentrate upon the possibility of cost reduc- 
tions which are due to the operation of technical factors. 

Now, at the present time it is generally agreed that, under 
purely competitive conditions, such reductions must be the effect, 
in the first instance, of the operation of external economies. That 
is clear even if, with Marshall and Mr. Shove, we recognise that 
the operation of external economies may be accompanied by 
changes in the optimal size of firms which themselves involve 
cost reduction. Unless external economies are operative, the 
technical influences making for diminishing costs will exhaust 
themselves before the first point of competitive equilibrium is 
reached. The influences making for cost reduction must be 
outside the firms whose costs per unit are under observation. 

So far so good; but now the question arises why the external 
economies operate only as the scale of production increases. 
Clearly, the answer is that it does not pay to initiate the enterprises 
from which they spring until the demand for the ultimate produce 
is of a certain size. The doctrine of external economies, as Young 
emphasised, is merely one way of introducing into analytical 
constructions the old Smithian doctrine of the advantages of 
division of labour. It is one of the most familiar platitudes of 
this doctrine that the wider the market the wider the division of 
labour which is made possible. 
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But this does not completely answer our question. For we 
still remain in the dark concerning the reason why the advantages 
of division of labour must wait upon extensions of the market. 
Why cannot the various cost-reducing divisions take place ab 
initio, but each on a smaller scale? If we put the question in this 
way, the answer is obvious. For technical reasons they cannot 
be on a smaller scale. The quantities of factors which are 
exploited in a progressive diyision of labour are indivisible below a 
certain absolute size. Division of labour, external economies, 
depend upon demand conditions which render indivisible potenti- 
alities of production profitable. 

But to solve the question in this way is only to find ourselves 
confronted with another. We have explained the possibility 
of diminishing costs in this sense by invoking the existence of 
indivisibility in the methods of production. But the assumption 
of competition seems to preclude the existence of indivisible 
factors; in a fully competitive situation, the factors of production 
must be capable of infinite division—or, in practical terms, of 
such degree of divisibility as to preclude the existence of any 
increasing return combination, using the term in its technical 
sense. How then, as the market enlarges with a general increase 
of factors of production, can we assume indivisibility to be 
exploited ? 

The answer is, I think, to be found in the distinction between 
actual and potential uses of factors of production. It may very 
well be the case that, given the total conditions of production, 
productive factors are sufficiently divisible in all the uses to which 
they are put for the situation to be regarded as competitive. 
But it is quite possible, at the same time, that some of these 
factors have potential uses of a different sort which, because of their 
technical indivisibility, are not exploited until the system as a 
whole, or large parts of it, has expanded. This, I believe, is a 
proposition which throws light, not only on the questions we are 
discussing, but also upon wider questions of localisation and 
general population theory. Let me try to explain what I mean. 

Let me start with the simplest possible example. Among 
a group of independent producers of some simple product there 
may be one producer who has special skill at—shall we say— 
marketing. As a marketer he is greatly superior to the others. 
As a producer of the simple product he has equal skill. But his 
skill as a marketer cannot be satisfactorily employed unless there 
is a certain minimum quantity of marketing todo. Until demand 
has reached that point, therefore, he appears in the system as a 
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provider of units of simple homogeneous undifferentiated labour 
like the rest. The competitive situation is stable. But beyond 
that point he emerges in a new role. He is now another factor 
of production—hitherto not appearing in the equations of equi- 
librium. At first, of course, in this situation he may be in a 
monopolistic position. But until the point at which it paid to 
employ him in this way the situation was fully competitive. 

The example I have given is one which can be supposed to 
occur under conditions which, to all intents and purposes, may 
be regarded as acapitalistic—that is, a condition in which pro- 
duction has not yet become, in important senses, roundabout : 
conditions in which there is little vertical division of labour. 
But, of course, it is under more fully developed capitalistic 
conditions that the phenomena which it typifies become important. 
As capital accumulates, and demand increases, it pays to combine 
original factors of production, hitherto used in other ways, to 
produce technically indivisible means of production—machines, 
means of transport, and so on, which hitherto, because of their 
indivisibility, have not figured in the realised system of productive 
combinations at all. (If we think of the way in which capital 
accumulation has made possible the utilisation of indivisible 
transport systems, we can see how important considerations of 
this sort must be in any theory of localisation.) It is clear that 
the advantages of roundabout production are essentially the 
advantages of this vertical division of labour and that another 
way of describing them is to say that they consist in the pro- 
gressive exploitation of potential methods of production excluded 
in less expanded systems by their technical indivisibility. 

It is in this sense, I take it, that we are to interpret the theory 
of increasing returns developed by the late Professor Allyn Young 
in his presidential address to the British Association.1_ And it is 
worth noting, as he showed, how the phenomena in question 
escape the apparatus of particular equilibrium analysis and, 
indeed, involve changes which are quite incompatible with its 
assumptions. Granted the assumption of the Youngian analysis, 
we can see how diminishing costs can be regarded as implicit in 
a situation which is actually competitive. But we see, too, that 
such developments are to be regarded as being much more probably 
the function of the development of many industries than of one 
of them. We see too—and this is, perhaps, the more important 


1 I ought perhaps to state explicitly that this is merely an interpretation. 
It is not a transmission of any esoteric oral tradition. My own views on these 
matters spring chiefly from reflections on the remarks on the variations of pro- 
ductivity in Taylor’s Principles of Economics, pp. 141-2. 
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point—that the diminution of costs here contemplated is essentially 
the product of vertical division of labour—that is, of the dis- 
integration of industries. Neither of these things is compatible 
with the implications of the supply curve. This seems to con- 
stitute a presumption that the use of this instrument in the 
analysis of variation may well involve a concentration on the 
insignificant exception to the neglect of what, both from the point 
of view of theory and practice, must be regarded as the typical 
and significant cases. 


IV 


So far in this paper, the propositions I have discussed have, 
for the most part, dealt with variations of costs in terms of what 
has been well called comparative statics. That is to say, they 
consist essentially of a comparison of two states of equilibrium, 
and an investigation of the causes of difference. The demand 
for a group of products increases so that in the new equilibrium 
position factor prices and costs of production are different, and 
soon. They do little to elucidate the actual process vf change— 
the path followed through time between one equilibrium position 
and the other.! This is notoriously the field of theoretical 
economics in which least has been done and in which most remains 
still to do. In concluding this survey, therefore, it seems appro- 
priate to add certain remarks on this matter. 

It is not necessary, in this connection, to expatiate on the 
significance of the Austrian contribution to this theory. It is 
clear that, in the characteristically Austrian constructions, we 
have a technique which is pre-eminently suited to the explanation 
of the phenomena of movement. On the demand side, the con- 
ception of the dependent use (abhangige nutzen); on the supply 
side, the conception of the displaced alternative—here we are 
dealing with elements which are the actual focus of attention of 
the economic subjects through whom changes come about. No 
one who has followed Wicksteed’s exposition of the continuous 
relevance of Wieser’s Law to the explanation of change* can 


1 The distinction between these two stages of the theory of variations is 
not often clearly recognised in the English and American literature. It is, how- 
ever, very clearly stated by Pareto (Manual, p. 147), and it has recently been 
the subject of important studies by Mayer, Rosenstein-Rodan and Schams. See 
Mayer, “Der Erkenntniswert der funktionellen Preistheorien,” Wéirtschafts- 
theorie der Gegenwart, Bd. II, pp. 146-239 ; Rosenstein-Rodan, “ Das Zeitmoment in 
der mathematischen Theorie des wirtschaftlichen Gleichgewichtes,” Zeitschrift 
fiir Nationalékonomie, Bd. I, pp. 129-42; Schams, ‘“‘ Komparatives Statik,” 
Zeitschrift fiir Nationalékonomie, Bd. II, pp. 27-61. See also my article on 
Production in the Encyclopedia of the Social Sciences. 

2 Common-sense of Political Economy, Book I, chapter ix. 
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doubt that the main instrument of explanation in this field has 
already been devised. 

These things are well known. Rather than linger in this 
neighbourhood, it is more profitable to turn once more to the 
Marshallian system. For here we have theories in which pro- 
positions which are true and helpful are not altogether dis- 
entangled from ways of expression which sometimes give rise to 
misapprehension. 

The Marshallian doctrine of short and long period price is 
essentially an attempt to provide a theory of price change in 
terms of the length of time which is taken to overcome various 
technical obstacles on the supply side. The relative specificity 
—to use Wieser’s term—of productive factors means that the 
immediate response to a change in the conditions of demand or 
supply is not necessarily a response to an ultimate equilibrium 
position. To take Marshall’s own example: in the short period, 
a change in the demand for fish will be met by an increased output 
from existing fishermen and a more intensive use of fishing gear 
already in existence. In the long period, however—I use 
Marshall’s own words—“ the normal supply price . . . is governed 
by a different set of causes, and with different results.” 2 Capital 
and labour come into the industry or leave it; the fixed equip- 
ment involved is augmented or depleted. In the sphere of cost 
theory, this leads to the distinction between prime and supple- 
mentary expenses; in the sphere of distribution theory, to the 
distinction between quasi-rents and interest. 

Now there can be no doubt that this doctrine contains much 
that is most valuable and important. The distinction between 
the immediate and more distant effects of a given change in 
demand, the imposition of a small tax, and so on and so forth— 
this is one of the most significant distinctions of the theory of 
variations, and it is one of Marshall’s most conspicuous achieve- 
ments that it has become universally recognised. None the less, 
as it stands, it is by no means immune from criticism. In particu- 
lar, two criticisms suggest themselves. 

In the first place, it may be suggested that it is liable to give 


1 It is significant in this connection that, historically, the Austrian theories 
are said to have sprung from Menger’s inability to explain the short-term fluctua- 
tions of produce and stock markets in terms of the classical generalisations. It 
is clear that, for the most part, the classical theories are to be regarded as theories 
of comparative statics (in the sense explained above) with the differences between 
successive states of equilibrium explained in technical terms. The wage fund 
theory in certain aspects has, of course, a more dynamic character. 

2 Principles, 8th edition, p. 370. 
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rise to considerable misapprehension it one speaks, as Marshall 
does in the passage I have quoted, as if the causes operating in 
the long run are different from the causes operating in the short. 
Given a change in the data and the other fundamental conditions 
—including, as we shall see, what other people think about the 
data—the process of price change through time is determinate. 
The path followed by price, the rate and magnitude of the change, 
is determined by the total situation. Although the effects of the 
different conditions operative may show themselves at different 
points in the path, it is misleading to speak as if, from the moment 
of change onward, they were not each in operation. When the 
demand for fish increases, if it is supposed that the increase will 
be permanent, there is not an interval which elapses before the 
“long period tendencies ” begin to operate. They operate from 
the beginning, but, owing to their nature, their effects are not 
manifest until some time has elapsed. It is therefore arguable, 
I think, that to have different labels for the discussion of long and 
short period effects here is liable to veil the essentially continuous 
nature of the economic process. Short period and long period 
theory in this sense do not explain different processes. They 
explain different sections of the same process. It would be absurd 
to suggest that this was not known to Marshall. But it is none 
the less true that his particular mode of expressing himself has 
sometimes led to its being overlooked by his readers. 
Secondly—and this criticism is more substantial—here too, 
as in other Marshallian constructions which we have examined, 
it may be objected that the emphasis tends to have too technical 
a complexion. No doubt, the technical obstacles to change, the 
resistances through time, are fundamental. But it should be 
clear that, given the range of technical obstacles, the obstacles 
that will actually be encountered in any process of adaptation 
depend essentially upon estimates of the permanence of the change 
to which the adaptation is a response. The change which is 
expected to last for a short period invokes responses essentially 
different from the responses which are evoked by the change 
which is expected to be permanent. What are prime, and what 
are supplementary expenses depend essentially upon the length 
of time over which a change of output is expected to be operative. 
Thus, if by long period we understand a period long enough for 
final equilibrium to be reached, we can say that the length of the 
period is not only a function of the magnitude of the technical 
obstacles but also of the expectations entertained by the producers. 
The time it takes for an industry to become adapted to a per- 
No. 173.—VoL. XLIV. 
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manent shrinkage of deniand depends in part upon the rate of 
physical depreciation. But it depends, too, upon the length of 
time taken by producers to become convinced that the change is 
permanent. 

It seems, therefore, that, in a complete theory of costs, the 
part played by the estimates of the future of the various producers 
concerned will play a larger part than it plays in the original 
Marshallian doctrine. But, if this is so, then a further change is 
probable, which will necessarily bring this part of cost theory into 
more intimate relations with the other parts of the theory of change. 
There are certain cases of changes in data where different degrees 
of foresight on the part of producers have little effect save on the 
rate of adaptation. A single-line change of demand for con- 
sumer’s goods in a system otherwise in even balance may be a case 
of this sort. Here, perhaps, the old single-line methods of cost 
analysis may be sufficient to explain the total movement. But 
there are other cases where the different estimates on the part of 
producers will themselves bring about further changes in the 
general situation: a simultaneous falling off of demand for the 
products of a large group of industries, as at the turn of a trade 
cycle, is an instance. Here, not merely the immediate policy of 
the producers concerned, but the future course of the general 
oscillation will be, in part at any rate, determined by expectations 
of the kind here discussed. And here, single-line analysis is 
patently inadequate. If the cost problem here is to be handled 
properly, it must be dealt with in conjunction with the theory of 
economic fluctuations. It is probable that the extraordinary 
sterility of much contemporary thought on the problems of over- 
head costs and surplus capacity is due to the fact that this junction 
has not yet been satisfactorily effected. 

LionEL RossBins 


London School of Economics. 
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The Theory of Unemployment. By Prorressor A. C. Piaov. 
(London : Macmillan & Co. 1933. Pp. xxvi + 319. 15s.) 

Tue reviewer of Professor Pigou’s Theory of Unemployment 
must needs feel abashed by the task which confronts him. For 
this work is a supreme intellectual achievement, a masterpiece 
of close and coherent reasoning. Professor Pigou has summoned 
his full powers of analysis and applied them with unflagging 
vigour. The book contains about three hundred pages and 
almost every one is tightly packed with ratiocination. Moreover, 
it is a coherent whole with all its parts interrelated, and the 
significance of the parts can only be fully apprehended when 
their relation to the whole is apprehended. - . 

The difficulty which, it must be acknowledged, this book 
presents to the reader is not due to any obscurity in its writing. 
On the contrary, Professor Pigou shows here, as always, a superb 
command of clear expression. Terms are not used without 
definition and the definitions are pellucid and precise. Indeed 
his conscientious care to be unambiguous should be taken as a 
model at this time when intrinsically obscure economic writing 
abounds. 

His method of presentation is extremely austere. The polished 
surface of his pages is free of ornamentation. Every word is 
relevant and carries the argument on. It has been his custom 
in earlier works to illustrate particular points by quotations 
from specialist writers. This form of relaxation for the reader 
has been reduced to a minimum in the work under review. 
Moreover, he wastes no time in barren controversy; it is his 
purpose to construct and not to destroy. He resists the temptation 
to use his great powers to lay other economists low. When 
particular views have to be refuted for the sake of his argument, 
his victims are almost always anonymous in these pages. If a 
name is invoked, it is usually to quote with approval. Nor, | 
despite his own high standards, is there any expression of methodo- 
logical arrogance or contempt for the clumsier weapons of others. 
He contents himself with one reference in the Preface to those 
“writers on economic subjects, unacquainted with this tool 


[the differential calculus], who resent its use by others.” A 
c2 
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touch of irony may also be detected in the expression “‘ popular 
writers,’ who are made to suppose that ‘‘ when the elasticity 
of demand for labour’s contribution of processing is greater than 
unity over the relevant range, improvements in productivity 
necessarily lead to increases in the quantity of labour demanded 
at the standing real-wage rate ’’ (p. 114). A crude enough error 
in all conscience ! 

Yet in spite of the great beauty, the exquisite workmanship, 
the painstaking lucidity of these pages, it cannot be denied that 
they make tough and laborious reading. One is tempted to 
search for the true cause of the difficulty. It is the case that close 
reasoning of this kind necessarily requires a severe effort of 
attention. It is the case also that Professor Pigou is sometimes 
a little cryptic, so that the reader has either to take his conclusions 
on trust or, in the absence of a superior mathematical intuition, 
to verify them by a more elaborate method with pencil and paper. 
I do not refer only to the solution of equations but to sections 
of the literary argument which have mathematical implications. 
But these facts do not explain the whole, or even the most serious 
part of, the difficulty. 

This is due to somewhat different causes. In order to build 
up his system, Professor Pigou has to sort out the facts of real 
life so as to frame certain clear-cut concepts for use in his analysis. 
Now the student of economics, for whom this book is primarily 
intended (vide Preface, p. v), usually has a certain framework 
of concepts which he has acquired by dint of studying the 
principal literature of the subject. At every point when Professor 
Pigou sorts out the phenomena so as to define a new concept, 
and these points occur frequently, the reader is bound, if he is to 
profit by this book, to ask himself how far the concepts so framed 
correspond with those which pre-exist in his own mind, whether 
they are more or less relevant to the real world, and what relations 
the conclusions reached with their aid ought to have to his own 
preconceived ideas. If the conclusions differ from his own views, 
is this difference apparent only and due to a difference of defini- 
tions? Or is it areal difference? If so, a good deal of translation 
is needed to discover if and why his own ideas were erroneous. 
A fundamental work of this kind will not have served its full 
purpose unless the reader can permanently embody some of its 
propositions in his own working stock of principles. He will 
probably be unwilling to abandon his old concepts completely 
and start his economic life de novo. In this case he will be com- 
pelled to do much translation and re-translation, if he is to derive 
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the full benefit of Professor Pigou’s work, and this process entails 
enormous labour. I do not suggest that Professor Pigou could 
by any device have spared the reader this trouble, if he was to say 
what he had to say. For unfortunately the technique of economic 
analysis is at present only standardised in very small measure, 
and any set of concepts that would prove easy for one reader 
would probably be extremely irksome to some other. 

But there is a difficulty in Professor Pigou’s work closely 
connected with this fact which might perhaps have been avoided. 
The salient steps in his arguments are not strongly underlined. 
It is really only at these steps that it ought to be incumbent on 
the reader to translate Professor Pigou’s concepts into his own 
for purposes of verification and true understanding. But, in 
fact, since he is never quite sure when a salient step is occurring, 
he feels it necessary to do a great deal of translating and retrans- 
lating at points where this is not really necessary, that is, at 
stages in the reasoning which are, in fact, subordinate, but 
which he does not clearly perceive to be subordinate until he 
has finished the whole book and reads it for a second time. He 
is thus led into much labour which he might have avoided. The 
surface of the text is uniform and monotonous. There is, it is 
true, a great charm in this manner. If Columbus sets the discovery 
of America on an equal footing with his other daily adventures 
without emphasis or passion, the reader’s thrill is enhanced and 
not diminished. This monotony of surface would call for nothing 
but praise, if only the subject-matter were not so difficult. 
Unfortunately, on this particular voyage, the reader does not 
know beforehand what America is or whether its discovery is 
of any importance. If this is never explained for him, he is in 
serious danger of completing his study of the journal without 
ever appreciating the great thing that he has been told. 

The principal weapons which Professor Pigou uses for his 
attack on the problem of unemployment are the theory of 
marginal productivity and a theory which bears close kinship 
with the old Wages Fund theory, and which we may christen 
the Wage-Goods Fund theory. This revival is a welcome one. 
‘“‘ Popular writers ” have been in the habit of stating that the 
old classical theories of this type have been long since disproved 
and superseded by the marginal productivity theory. Such 
statements are both erroneous and harmful. These old theories 
are firmly founded on tautology, and may well prove, as is evidenced 
by Professor Pigou’s book, to be most useful analytical tools. 
Nor is there any incompatibility between them and the modern 
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theory of marginal productivity. Professor Pigou is able to use 
both the old and the new in the utmost harmony, without apology 
or defence: he fits them neatly together with great artistry. 
His use of the Wage-Goods Fund theory does not imply a rejection 
of the Wages Fund theory in its strict classical form, for these 
two may also be fitted together. But for the purpose in hand 
Professor Pigou does not require the Wages Fund theory. 

Professor Pigou has two main themes, the volume of employ- 
ment in particular industries and the volume of employment as 
a whole (as well as their mutual reactions). Of his treatment of 
the former topic, which he conducts with great subtlety and 
beauty both in the earlier and final parts of the book, and of the 
many interesting propositions which he deduces, space forbids 
me to speak. I shall confine myself to some remarks on his 
treatment of employment as a whole. 

Even here I shall limit myself severely, and consider mainly 
his advocacy of the case that wage reductions are likely to be 
associated with an expansion of employment. This proposition 
is of great general interest and it is of importance to scrutinise 
most closely how securely it is founded. 

Professor Pigou begins by analysing the matter in “real” 
terms and then proceeds to a monetary analysis. There is, 
however, embedded in his real treatment one monetary chapter. 
I shall consider this first, for it forms an indispensable link in the 
chain of argument favourable to the view that in the real world 
a wage reduction would lead to increased employment, and 
then proceed to consider his “ real” treatment generally. 

“‘ Meditation along these lines,” he writes, “‘ has suggested 
to some persons the view that in actual life reductions in the 
money rates of wages would simply be reflected in a proportional 
fall in prices; so that no effect whatever either on the real rate 
of wages or on the volume of labour demanded would be produced.” 

He examines this view and rejects it. His grounds are as 
follows. He supposes wages to constitute the whole of prime 
costs. These fall, therefore, in the same proportion as wages. 
The purchasing power of wage-earners falls in the same proportion. 
But, “at the outset nothing has happened to non-wage-earners’ 
money income.” Consequently purchasing power as a whole and, 
while output is constant, the general level of prices will fall less 
than wage-earners’ purchasing power and prime costs. Con- 
sequently there will be, on average, an excess of price over prime 
cost and a stimulus to expansion. The crucial proposition is that 

1 Part II, Chapter X. 
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‘at the outset nothing has happened to non-wage-earners’ 
money income.” In that the question is really begged. Has 
nothing happened ? 

It must be remembered that payments to supplementary 
factors are residual. It cannot be known what happens to these 
even “at the outset,” until it is known what happens at the 
outset to the general level of prices. Yet what happens to the 
general level of prices depends on what happens to the volume 
of non-wage-earners’ money expenditure. This in turn depends 
on what happens to their incomes. No solution, therefore, can 
be reached on these lines. 

By way of hypothesis we may suppose that at the outset 
profit-earners maintain their old real level of purchases. If 
they do this, the stream of purchasing power and the level of 
prices will be reduced by as much as the level of prime costs and 
wages. 

This is a matter of very simple arithmetic, but the opposite 
view is so widely prevalent that it may be well to set it out 
explicitly. Let x, the unknown term, represent the fall in the 
amount of money expended as a fraction of the old amount. This 
will also represent the initial fall of prices before the reaction 
on output is taken into account. wz is equal to the sum of two 
fractions, namely, the fraction showing the reduction of wage- 
earners’ money expenditure divided by the previous expenditure 
of the whole community, and the fraction showing the reduction 
of non-wage-earners’ expenditure divided by the previous expendi- 
ture of the whole community. Let q be the fraction of total 
expenditure formerly contributed by wage-earners and (1 — q) 
the fraction formerly contributed by non-wage-earners. Let p 
be the reduction of wages expressed as a fraction of the old wages. 
The first of the two fractions, the sum of which is equal to x, 
viz. the reduction of wage-earners’ expenditure divided by 
the previous expenditure of the whole community, is therefore 

Pq: 

If non-wage-earners maintain their old level of real purchases, the 
proportionai reduction of non-wage-earners’ money expenditure 
is equal to the fall of prices, x. Thus the second fraction is— 

x(1 — q). 
It is required to find x. We have the equation— 

py + —q) =2 

.c=p 

i.e. the reduction of purchasing power and consequently the 
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fall in prices is equal to the fall in wages. ‘Two corollaries flow 
from this. 

1. Since the fall of prices is proportional to the fall in wages, 
the fall in non-wage-earners’ incomes is proportional to each. 
Consequently non-wage-earners will find their money income 
reduced by exactly the amount required to make their income 
balance their expenditure at the old standard of living, and they 
will lack the means to expand purchases. If they do not expand 
purchases initially, they will have no inducement to do so later. 

2. Since the fall in prices is as great as the fall in prime costs, 
there will be no inducement to expand output. No new employ- 
ment will be given. 

The distinction which Professor Pigou draws between wage- 
goods and non-wage-goods, though vital to his general analysis, 
does not affect this particular argument. The distinction would 
indeed be of importance on one assumption, namely, that the 
non-wage-earners purchased no wage-goods at all. In that case 
wage-goods prices would fall in proportion to wages, non-wage- 
goods prices would be sustained, and non-wage-earners’ incomes 
as a whole would be sustained, since what they lost on the lower 
prices received in respect of wage-goods would be precisely 
equal to what they saved on prime costs. But if they spend any 
money on wage-goods at all, their money incomes will be reduced 
owing to the reduction of the prices of the wage-goods they 
purchase and, by competition, the process of weakening in the 
non-wage-goods prices will be set up and, provided that non- 
wage-earners do not increase the real volume of their purchases, 
all prices will be reduced by the same amount as wages. The 
“‘ process of weakening ”’ referred to is a mathematical and not 
a temporal one. The total fall of non-wage-goods prices may be 
regarded as the sum of an infinite series, the summation of which 
is effected instantaneously in time. 

It remains to consider how far the hypothesis that non-wage- 
earners maintain their old real level of purchases without increase 
or diminution is a proper one. It certainly seems to be justified 
by the consequences deduced; for, if they do this, they will 
find themselves with no spare money income left on their hands. 
It can be shown, however, that if they adopt a different policy 
and maintain their old money level of expenditure, they will 
also be justified by results; their old money incomes will be 
maintained ; prices will fall less than prime costs and there will 
also be a stimulus to expand output. It might be argued that, 
since, whether they maintain real purchases or money expenditure, 
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they will be solvent, and since, by maintaining money expenditure 
(which means increasing their real level of purchases), they will 
be better off, they will tend to do the latter. Such an argument 
is invalid, however, because it proves too much. For at any time, 
with or without a reduction in money wages, they can put 
themselves in a better position in the short period by increasing 
real purchases. The extra money that they spend comes back 
to them; they gain at the expense of wage-earners, real wages 
being reduced. 

There is, in fact, as Mr. Keynes has so well shown by his 
principle of the widow’s cruse, something indeterminate about 
the volume of profit-earners’ joint expenditure. What normally 
holds them in equilibrium is that they can only expand real 
purchases and remain solvent if they act jointly. But unless 
there is a general stimulus to expand they will not usually act 
jointly, and so the whole system will remain in equilibrium. 

The fact that profit-earners can, when a money-wage reduction 
occurs, jointly expand purchases and remain solvent, cannot 
be used as an argument that they will jointly expand in conse- 
quence of a money-wage reduction, for they could do that without 
a wage-reduction. If they have not already done so, there is 
nothing in the nature of a money-wage reduction to make them 
do so subsequently. But if they do not do so, prices will fall 
by as much as prime costs, they will have no unspent income left 
over, and they will have no subsequent stimulus to expand 
purchases; and there will also be no stimulus to expand output. 

It is true that a wage-reduction accompanied by ballyhoo 
may incline employers to expand purchases. But so might 
ballyhoo without a wage-reduction. It is the ballyhoo that is 
the operating factor. 

It appears from the foregoing that we have here a weak 
link in Professor Pigou’s chain of argument, and that we cannot 
with any confidence expect a money-wage reduction to cause 
a real-wage reduction in a closed system. 

We must now address ourselves to the important question 
whether a real-wage reduction is likely to cause an increase of 
employment. Put broadly, and omitting details, Professor 
Pigou’s position may be set out as follows. If wages are con- 
tracted to be paid in wage-good units, the demand for labour 
in the wage-goods industries as a whole depends on the labour 
productivity function, in such wise that the marginal net product 
of a unit of labour must be equal to the real wage per unit 
stipulated for. The volume of employment in other industries 
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is a function of the volume in the wage-goods industries (see 
p. 90 and Pt. I, Chap. V); more particularly, it is equal to the 
product of the wage-goods industries and of the export industries 
whose products are exchanged for wage-goods, less the amount 
of wage-goods paid back into those industries as wages, and less 
the amount of wage-goods consumed by non-wage-earners, all 
divided by the amount of wage-goods per unit of labour stipulated 
for. The Wage-Goods Fund may be further augmented by 
savings on unemployment pay, etc., and by reductions in out- 
standing stocks of wage-goods. 

It is advisable, therefore, to consider very closely the nature 
of the demand for labour in the wage-goods industries. Professor 
Pigou assumes that the elasticity of the labour productivity 
function has negative value, 7.e. that prime labour costs in the 
wage-goods industries are rising. (Cf. p. 45, line 2, “‘ We know 
that 7 is negative.””) And it is the case that in every industry 
operating in conditions of perfect competition they must be rising. 

In his Preface (p. vi) he states that “many complications 
of detail associated with the imperfection of markets are left 
aside.” He has, it is true, explicitly dealt with the problems 
of monopoly in certain passages (especially Pt. II, Chap. IV, 
and Pt. III, Chap. VII). But he does not consider them in 
connection with his treatment of the demand for labour in the 
aggregate ; and it is precisely in this connection that the prevalence 
of imperfect competition may affect the argument, not merely 
in matters of detail but in its essential nature. 

The presence of imperfect competition has two important 
consequences. 1. Marginal labour costs may be falling in the 
equilibrium of the short period. It must be noted that throughout 
the book Professor Pigou is concerned with the short period. 
2. The real wage of labour stipulated for is equated not to the 
marginal net product of labour, as defined on p. 41, but to the 
marginal revenue derived from the employment of labour. 

1. It would be wrong to brush complications connected 
with imperfect competition aside as of subordinate importance 
in the general theory of unemployment. In this country, for 
example, by far the greater part of industry is working in con- 
ditions of imperfect competition, in the sense that particular 
firms are confronted by demand curves of less than infinite 
elasticity. In these circumstances the elasticity of the labour 
productivity function may have positive value. It is true that 
if a firm is producing the amount of output for which its fixed 
equipment was designed, the probability that marginal costs will 
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be falling is not a great one. But for short-period equilibria in 
which output has fallen to some value below that for which the 
plant was designed, the probability becomes much greater. 
(In perfect competition, per contra, marginal costs must be rising 
even in the short-period equilibrium of a depression.) It is 
quite a feasible proposition, therefore, that on balance marginal 
costs in British industries at the present time are falling or, 
anyhow, constant and would not rise over a wide range of expand- 
ing output. 

Let us suppose that this is so. It follows that the wage 
consistent with an equilibrium with a higher volume of wage- 
good output would probably be higher than or equal to and not 
lower than that appropriate to the lower volume. If this is so, 
the defence of wage-reduction would have to proceed on different 
lines. It would then be recommended not as the introduction 
of a wage appropriate to an equilibrium with a higher level of 
output, but only as a temporary stimulus to expansion, to be 
replaced by a higher wage when the stimulus had become effective. 
In judging such a recommendation it is necessary to advert to 
the second principal feature of imperfect competition. 

2. If the wage-good wage stipulated for is equal to the marginal 
net wage-good product, a reduction in the wage-good wage must 
tend to stimulate output. And this is the case in conditions of 
perfect competition. It might be objected that a reduction of 
the wage-good wage might reduce the demand for and value of 
wage-goods, as well as reducing their cost of production and so 
obviate the stimulus to expansion. Such an objection would be 
erroneous. Considering wage-goods industries as a unity, nothing 
can reduce the value of wage-goods in terms of wage-goods. Now, 
if initially the wage-good wage is equal to the wage-good product 
at the margin, a reduction of the wage-good wage must make it 
less than the wage-good product at the margin for the old level 
of output. Output will be stimulated until the rising labour 
cost at the margin raises the wage-good cost per unit of output 
to the level at which it stood before the rate of wage-good wage 
was reduced. Consequently, in Pt. Il, Chap. IX, Professor 
Pigou argues that the slower the rate at which labour costs 
rise, the greater stimulus to output a given wage-reduction would 
exercise. At first sight it might seem that if labour costs are not 
rising at all but falling, Professor Pigou’s argument would stand 
a fortiori. 

But the position is radically altered if the wage-good wage 
stipulated for is not equal to the marginal net wage-good product, 
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but is something less. In that case it is necessary to consider 
explicitly the effect on the demand for wage-goods consequent 
upon the reduction of wages. 

Now the demand schedule for wage-goods in terms of wage- 
goods cannot be affected by a reduction of wages. It does not 
follow that the marginal revenue in terms of wage-goods derived 
from the sale of wage-goods cannot be so affected. The elasticity 
of the demand for wage-goods in terms of wage-goods is infinite ; 
it must not be inferred from this that the marginal revenue in 
terms of wage-goods derived from their sale is equal to their value 
and constant at all levels of output; this would only be true if 
there were, in fact, only a single sort of wage-good. In the chapter 
already referred to (Pt. II, Chap. IX), Professor Pigou imagines, 
in order to make the exposition simple, that there is only a single 
sort of wage-good. This supposition does not affect the validity 
of his argument provided that conditions of perfect competition 
are assumed. But to use this supposition in order to consider 
the reaction of a real wage-reduction in conditions of imperfect 
competition would involve a fallacy. 

Each particular wage-good has its own demand curve. If 
a wage-reduction occurs, the value of some wage-goods in terms 
of wage-good units at the old level of output may rise while that 
of others falls. The rises must exactly balance the falls if a 
computation is made weighting each good as it is in fact weighted 
in the make-up of a wage-good unit. But, in addition, the 
elasticities of the demands for particular wage-goods may alter, 
and it is by no means necessarily the case that the decreases of 
elasticity are balanced by opposite increases. But the marginal 
revenues derived from the sale of various wage-goods depend on 
these elasticities. Ifthe elasticities grow less the marginal revenues 
will decline. If the decline of marginal revenues is greater than 
the real wage-reduction, there will be a contraction of output 
in the wage-good industries. 

There seem to be some general grounds for supposing that 
a decrease of elasticity would occur. The reduction of wages 
involves a transfer of command over wage-goods to non-wage- 
earners. The demand of these is likely to be less elastic than the 
demand of wage-earners. Not only would there be a slump in 
the value of wage-goods compared with other goods—this would 
not matter as wages are assumed to be fixed in wage-goods— 
but the demands for particular wage-goods would become much 
less elastic at the old level of output. This consequence would 
not, of course, follow if the whole of the extra wage-goods over 
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which the employers secured command were utilised for putting 
extra labour to work; whether they would do this or not would 
no doubt depend on whether forces other than wage-reduction were 
making for expansion or contraction. 

A decrease of the average of the elasticities of demand 
(weighted as explained above) from 3 to 23 would cause the 
weighted average of the marginal revenues to fall by 10 per cent. 
and would offset the stimulating effect of a 10 per cent. reduction 
of wages. If the decrease in elasticities was greater than this, 
output in the wage-good industries would contract. If this 
contracted sufficiently and if real costs were on balance falling 
(i.e. rising as output contracted), the command over wage-goods 
accruing to employers might actually contract (Professor Pigou’s 
K, on p. 73 would be less than K,), and contraction in non-wage- 
good industries would ensue. Even if this did not happen, the 
contraction in wage-good industries might well be greater than 
the expansion elsewhere. 

The burden of the foregoing criticism may be summarised 
as follows. 1. It is not certain that a money-wage reduction 
would entail a real-wage reduction. 2. It is not certain that the 
real wage appropriate to a higher level of output in the short 
period is lower than the real wage appropriate to a lower level. 
This would only be certain if conditions of perfect competition 
everywhere prevailed. 3. Whether a higher level of output 
requires a lower real wage or not, it is not certain that a real- 
wage reduction would cause the system to move to a higher 
level of output. If it is, in fact, the case that a higher level 
of output requires a lower real wage, the difficulties of 1 and 3 
suggest that the possibilities of achieving this by means other 
than money-wage reduction should be sedulously explored. 

It must not be supposed that I have attempted to replace 
Professor Pigou’s affirmations by contrary negations. I only 
claim that the case for wage-reduction is not established by his 
reasoning. Nor must it be supposed that I have attempted to 
impugn the value of Professor Pigou’s general analysis; for I 
have only singled out one strand in the great texture of his 
reasoning for consideration from one point of view. 

His section on monetary factors (Pt. IV) is easier reading 
than the rest, perhaps because it is on more familiar lines. After 
a criticism of the concept of a “ neutral’? money, he proposes 
a standard monetary system, not wishing to imply that it is 
‘*‘ better’ than other systems but as a “reference model.” It 
is, however, suggested, I understand, that its adoption would 
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allow real forces to operate with the least possible friction. He 
writes: ‘I define the standard monetary system as one so 
constructed that, for all sorts of movements in the real demand 
function for labour or in real rates of wages, whether they last 
for a long time or a short, the aggregate money income is increased 
or diminished by precisely the difference made to the number of 
work-people (or other factors of production) at work multiplied 
by the original rate of money wages ”’ (p. 205). 

In this definition, by exception to the general rule in this 
volume, there appears to be some element of ambiguity. Ought 
not the words “ due to real causes ”’ to be inserted after ‘‘ in the 
real rates of wages”’? For it is possible to conceive of a fall in 
real wages, an increase of employment and an increase in aggregate 
money income, all associated together in such a way that the 
unamended definition of the standard system is fulfilled, but all 
are due to the infusion of new money. And surely Professor 
Pigou desires to rule such an eventuality out. A further difficulty 
remains. Suppose an improvement in productivity of Professor 
Pigou’s ‘‘ normal type ” (p. 114) to occur in wage-goods industries 
such that, imperfect competition notwithstanding, the real 
demand for labour is increased ; and suppose that on the instant 
the labourers demand such an increase of money wages, hoping to 
get a real increase of like amount, that the net effect of the two 
changes would be, if real wages were in fact raised by no more nor 
less than money wages, that employment was neither increased 
nor diminished. In these circumstances the monetary authority 
is to maintain aggregate money income unchanged. But if it 
does this, on normal assumptions, the price level will tend to fall 
and the real wage to rise more than was intended by the monetary 
increase. Unemployment will be generated in spite of the fact 
that the rise originally demanded by wage-earners was not of 
itself sufficient to generate it. 

More generally, Professor Pigou, unlike Mr. Keynes, does 
not make it incumbent on the monetary authority to take into 
account what is actually happening in the world of wage negotia- 
tions when regulating their policy. This appears to be a weak 
point in his system. Another example may be given. Suppose 
a Trade Board set up in a sweated industry to raise wage rates 
there. If there was no change in the productivity functions or 
other surrounding circumstances, this might involve a rise in the 
average of real-wage rates in industry generally and a restriction 
of employment, and it would then be incumbent on the authority 
to reduce money incomes. Would it not be better, in the manner 
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of Mr. Keynes, to allow a slight rise in prices, so that the action 
of the Trade Board might have no effect on the average of real- 
wage rates ? 

The general monetary analysis of Professor Pigou has a close 
family relationship to that of Mr. Keynes. This may be explained 
as follows. Professor Pigou’s analysis bears to the Wage-Goods 
Fund theory the same relation that Mr. Keynes’ equations bear 
to the Wages Fund theory: proper. Mr. Keynes expects a dis- 
equilibrating force to be brought into existence, if entrepreneurs 
attempt to pay to wage-earners engaged on the output of non- 
consumable goods more or less purchasing power than is released 
by saving. Professor Pigou expects disturbance if entrepreneurs 
attempt to pay to wage-earners in the non-wage-good industries 
more wage-goods than non-wage-earners are prepared to set 
aside for this purpose out of the surplus not consumed by wage- 
earners in the wage-good industries (I leave aside complications 
connected with foreign trade). Just as the Wage-Goods Fund 
theory is complementary to and not contradictory of the Wages 
Fund theory proper, so the analysis of Professor Pigou may 
prove to be complementary to that of Mr. Keynes, and the 
standard system desired by the former to be identical with 
that desired by the latter. To trace the interconnections of the 
two methods of analysis would constitute an interesting piece of 
theoretical research. Which tool of thought is most helpful 
in application to practical problems can only be solved by 
experience. 

Professor Pigou holds the principal weapon for maintaining 
the standard system to be the discount and open market policy 
of the central bank. But in times of deep depression the expedient 
of public loan expenditure should also be used. “In these 
circumstances attempts to uphold the standard monetary system, 
so long as reliance is placed on purely monetary defences, are 
bound to fail. If, however, at the same time that the banking 
system keeps money cheap the government adopts a policy 
of public works, the risk of failure is greatly reduced ”’ (p. 213). 

In more than one place Professor Pigou examines the effects 
of giving a subsidy to employment. His findings are on the whole 
favourable to the expedient. The most satisfactory method of 
using it would be to confine the subsidy to additional employment 
given in a certain period. He gives weight to the administrative 
difficulties connected with this method. In view, however, of 
the fact that economic experiments of doubtful merit in principle 
and of the most serious administrative difficulty are making and 
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likely to continue to be made in this and other countries, it seems 
a pity that more serious public attention is not given to this 
particular expedient. 

The Theory of Unemployment is a rich storehouse containing 
many and various treasures. It has only been possible to give 
some hints about a few samples of all that lies therein. Anyone 
who devotes patience and effort to exploring it will reap abundant 
profit. 

R. F. Harrop 
Christ Church, 
Oxford. 


[Note.—Prof. Pigou has asked the Editors to take advantage 
of this opportunity to make it known that he has prepared a 
printed slip of misprints in his Theory of Unemployment which 
have come to light since publication, and that the publishers, 
Messrs. Macmillan & Co., St. Martin’s Street, London, W.C.2, will 
on application supply any owner of this book with a copy of this 
slip without charge. | 


THE NATIONAL EXPENDITURE, 1932 


In the Economic Journat for March 1931, the present 
writer endeavoured to make an approximate allocation of the 
average annual National Income for the period from 1924 to 
1927 amongst the chief groups of expenditure. Information is 
now available which makes it possible to attempt a similar 
estimate for the year 1932. Besides the preliminary reports 
of the Fourth Census of Production (1930), there are various 
publications of the Ministry of Agriculture, the Department of 
Agriculture for Scotland, and the Empire Marketing Board, 
which collect together production and trade statistics for the 
principal food-stuffs and furnish new details upon the basis of 
which estimates of the final consumer’s expendifure can be 
framed with greater confidence both for the earlier period and for 
1932. 1 

As in the previous paper, expenditure has been analysed below 
under the main headings: food; maintenance of the home; 
clothes ; direct taxation ; liquor ; smoking ; travel ; entertainments 
and sport; sickness, accidents and state insurance; religion; 
reading; miscellaneous expenditure; and saving. The figures 
previously given have been revised and adjusted where necessary. 


Foop. 


_ Using figures of total supplies taken from the above 
sources or from the trade returns, and information regarding 
retail prices collected by the Empire Marketing Board or taken 
from numerous multiple and department stores lists issued in 
various parts of the country, the following table has been con- 
structed. It shows the total expenditure upon each of the 
principal items of food during the year 1932, and the annual 
average for the period 1924-27. The amount available of each 
commodity per head of the population at each period is also 
given. 

1 The principal publications used are the weekly Agricultural Market Report 
of the Ministry of Agriculture, the Report on the Marketing of Live-stock in Scot- 
land (Scottish Department of Agriculture), Fruit Supplies in 1932, Dairy Pro- 
duce Supplies in 1932, and various retail survey reports (Empire Marketing 
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The information collected by the Empire Marketing Board 
regarding the retail prices of different varieties of many of the 
principal food-stuffs makes it possible to estimate the expenditure 
upon these commodities much more closely than in the previous 
paper. 

The following details of the more important items and of the 
method of making the estimates may perhaps be given. 

Meat.—The report of the Linlithgow Committee (1923) pro- 
vides some guidance as to the proportion of the whole carcase 
represented by the principal cuts. The retail prices of the 
various joints have been weighted accordingly and due allowance 
made for the fact that London prices are higher than provincial 
prices and that London consumes a lower proportion of home- 
killed meat. The total for beef and veal is made up as follows : 
London, home-killed, £8 m., imported, £11 m.; provinces and 
Scotland, home-killed, £50 m., imported, £37 m. For mutton 
and lamb, details for the country as a whole are: home-killed, 
£28 m., New Zealand, £16 m., other kinds, £10m. ~ 

As regards pig-meat, the total home production for 1932 is 
taken at 350,000 tons and divided as follows in accordance with 
information contained in the report of the Pig Reorganisation 
Committee (1933) and the Census of Production : bacon, 60,000 
tons, hams, 15,000 tons, and fresh pork, 275,000 tons. This new 
information necessitates a redistribution of the home pig-meat 
production for the period 1924-27 as follows : bacon, 45,000 tons, 
hams, 13,000 tons, and fresh pork, 197,000 tons. 

Poultry.—The total consumption of poultry rose from about 
38 m. birds in 1925 to about 60 m. in 1932. The Christmas turkey 
trade in 1932 had a total retail value of about £2 m. 

Lard and Margarine.—Both home production and imports of 
lard have fallen in recent years. The former for 1932 is taken at 
35,000 tons. 

Net imports of margarine, which averaged 60,000 tons in 
1924-27 with a value at the ports of over £4 m., had fallen to a 
negligible quantity by 1932. Home production was 184,000 tons 
in 1924 and 202,000 tons in 1930, but there was a small reduction 
in 1932. In that year also the retail price fell considerably. 

Milk.—From the quantity of milk sold off farms 17 per cent. 
has been deducted to allow for milk sold to factories. A similar 
adjustment has been made for the period 1924-27. For 1932 
the retail price is taken at 2s. 1d. per gallon. 

Butter —Appropriate retail prices have been applied to the 


estimated supplies of farm, blended, and the various kinds of 
D2 
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imported butter. A recalculation of the 1924-27 figure on this 
basis indicates that the previous estimate was too low. 

Cheese.—During recent years there has been a rapid increase 
in the consumption of processed cheeses, and for 1932 the quantity 
was probably about 26,000 tons, or nearly one-eighth of the total 
consumption of cheese. This quantity has been brought into the 
estimate at 1s. per lb. above the retail prices ruling for other cheeses. 

Lggs.—Not only has the total consumption of eggs risen as 
shown in the table, but a better type of egg is being eaten. Of 
the total in 1932, 65 per cent. consisted of home-produced eggs, 
as against only 45 per cent. in 1924-27. 

Bread and Flour.—The figures for bread are based upon the 
Census of Production returns. Calculations published by the 
Royal Commission on Food Prices (1925) suggest that at that 
period about one-half of the total supply of flour went to make 
bread. The estimate previously given for flour has been adjusted 
accordingly. In 1932 the total supply of flour was about the same 
as at the earlier period, but rather more that one-half of it must 
have gone to make bread. Of the balance an increased quantity 
went into biscuits and cakes, and the consumption of flour in the 
home must therefore have diminished considerably. 

Fish.—There are in Great Britain five fried-fish shops to every 
two wet-fish shops, and a very large part of the total supplies 
of cod, haddock, hake, plaice, skate, catfish, dogfish and coalfish 
is used in the fried-fish trade. Information collected by the 
Empire Marketing Board suggests that in 1932 the expenditure 
upon fried fish was about £30 m., upon wet and dried fish about 
£22 m., and upon canned fish about £7 m. 

Sugar.—The very considerable increase in the consumption of 
sugar is probably accounted for to a considerable degree by the 
increased consumption of canned and bottled fruits. 

Fruit.—During the past seven years the consumption of apples 
has averaged about 23 lbs. per head per annum. The consump- 
tion of oranges increased from 19 lbs. per head in 1926 to 24 lbs. 
in 1931, but fell back to 22 Ibs. in 1932. The consumption of 
bananas rose from 10 lbs. per head in 1926 to 12 Ibs. in 1932. 

Retail expenditure in 1932 amounted to about £25 m. upon 
apples, £18 m. upon oranges, £12 m. upon bananas, £10 m. upon 
pears, £10 m. upon grapes, £11 m. upon canned and bottled fruits 
and £13 m. upon dried fruits. 

Vegetables —The figure for the total consumption of potatoes 
in 1932 allows for a substantial carry-over of the heavy 1932 crop 


to 1933. 
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Tomatoes are estimated to have been worth in the shops, 
after allowing for waste, £11 m., and onions £4m. The remainder 
of the fresh vegetables are brought in, very roughly, at £20 m., 
a reduction of 20 per cent. upon the figure for 1924-27. No 
quantities or recent official valuation are available. 

The fall in expenditure upon fresh vegetables is partly offset 
by a considerable increase in expenditure upon canned vegetables, 
which, in 1932, probably had a retail value of £5 m. 

Prepared Food-stuffs——An addition to the value of the sugar, 
fruit, flour, cocoa, ham and other commodities is necessary to 
allow for the preparation from these commodities of such things 
as confectionery, cakes, biscuits, jams and cooked meats. A 
careful examination of the net outputs of the industries concerned 
as revealed by the Census of Production suggests that £107 m. 
should be added for 1924-27 and £100 m. for 1932, an allowance 
being made in the latter case for a slight fall in the value since 1930. 

For cooking and service in hotels and restaurants 50 per cent. 
is added to the value of 10 per cent. of the food. 


MAINTENANCE OF THE HOME. 

Rent, Rates and Repairs —It may be estimated from statistics 
in the Ministry of Health reports that there was a net increase © 
in the total number of houses between 1925 and 1932 by about 
1,100,000, and that this made an addition of about £33 m. to the 
total annual value. Rather more than 40 per cent. of the pre- 
control houses had now become decontrolled, and if the rental 
of these is taken at 100 per cent. above the pre-war value, a further 
addition of £52 m. is necessary. Mortgage interest in excess of 
annual value may still be taken at £10 m., and the additional 
rental of sublet houses at the same figure. These various sums, 
added to the estimated value of all the houses upon a control basis 
at the earlier period, which was £176 m., make a total for rent 
and repairs in 1932 of £281 m. The increase in the number of 
houses and in the total receipts from rates suggest that for rates 
upon dwelling-houses about one-eighth should be added to the 
previous figure, making £82 m. Thus the total for rent, repairs 
and rates is £363 m. 

Coal_—From statistics given in the Mines Department Re- 
port and the Census of Production returns the domestic consump- 
tion of coal in 1930 may be estimated at about 37 m. tons. There 
will have been little change in 1932, and the average retail price 
may be taken at 35s. per ton, giving a total value of £65 m. 

Gas.—The total sales of gas in 1930, according to the Census 
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of Production, were 309 m. thousand cubic feet, and the reports of 
the chief gas companies suggest that in 1932 the figure was about 
thesame. In view of the depression it seems reasonable to take no 
more than 10 per cent. as used industrially. Deducting a further 
10 per cent. as being used in shops and offices and taking the 
balance at 4s. 7d. per thousand, including fittings, the total value 
becomes £57 m. 

Electricity —From the value according to the Census of Pro- 
duction of the current sold for heating, lighting and domestic pur- 
poses 20 per cent. is deducted for use in shops and offices, leaving 
£23 m. as the value of domestic consumption in 1930. The in- 
creased total output of current since that date suggests that the 
figure for 1932 was about £26 m. 

Candles, Paraffin, Wood and Matches.—These together now 
total about £4 m. 

Radio.—The number of wireless licences in 1932 was 5 millions, 
costing £2} m., and the upkeep of the sets must have raised the 
total cost to about £10 m. 

The amount of £65 m. taken in the previous paper to cover 
the remaining household expenses was composed of a large num- 
ber of small items which cannot possibly be investigated separ- 
ately. The Census of Production showed a fall by about 25 per 
cent. in the value of hard soap production, which is the most 
important item (Census figure £10 m.), and other common house- 
hold requisites have fallen similarly. On the other hand, soap 
flakes and powder have to some extent been substituted for hard 
soap and also the number of families has increased by about 2} 
per cent. Taking these factors together perhaps a total of £55 m. 
may be taken for this item. 

Total for Maintenance of the Home £580 m. 


CLOTHES. 


While the estimates of expenditure upon the various items of 
food can be put forward with some confidence, those for clothes 
have necessarily a much wider margin of error. The only avail- 
able basis is provided by the Census of Production values, to 
which must be added some reasonable percentage to cover inter- 
mediate and retail costs and profits. In the absence of any reason 
for changing them the same percentages have been used for 1932 
as for the period 1924-27. 

The figure for the total output in 1930 of the firms making 
returns in the Census has for each item been adjusted, with the 
aid of information contained in the reports, to allow for the 
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small firms and for returns not yet received. Provision has been 
made for the change, if any, in physical output and for the fall 
of prices between 1930 and 1932, by increasing or reducing the 
1930 figure in proportion to the change in the number of insured 
workers employed in the respective clothing industries and also 
in proportion to the fall in the Ministry of Labour’s retail index- 
number for clothing. 

The 1930 Census did not cover laundry, cleaning and dyeing, 
and the figure given for these in 1932 assumes a reduction of 20 
per cent. in the charges since 1924-27. 

Calculated in this manner, the retail expenditure upon cloth- 
ing for the two periods may be set out as follows : 


1924-27. 1932. 

£m. £m. 

Tailoring, Dressmaking, and Millinery . 207 130 
Home and private making . : ‘ 20 16 
Hosiery (including : 80 63 
Boots and Shoes . 72 49 
Repairs thereto . é 10. 7 
Umbrellas and Sticks . 5 3 
Gloves, other than fabric. A a 4 5 
Laundry, Cleaning, and Dyeing . ; 21 17 
Total for Clothes . 452 314 


Drrect TAXATION. 


The actual receipts from direct taxation in the calendar 
year 1932 totalled £423 m. In the first quarter, however, speci- 
ally heavy collections of income and sur-tax were made as. the 
result of a special appeal. Some part of these payments came 
undoubtedly from savings made in anticipation out of 1931 
income. To obtain a more reasonable figure to charge against 
1932 income, the mean between the above sum and that collected 
in the financial year 1932-33 has been taken, namely £406 m. 
The average sum actually paid in the calendar years 1924-27 was 
£385 m. 


Liquor. 

The estimates made by Mr. G. B. Wilson for the Temperance 
Council show that the expenditure upon alcoholic liquor in 1932 
was about £232} m. as against an average of £308 m. during 
the period 1924-27, a reduction by £754 m., or nearly 25 per cent. 
Of this saving, however, about £26 m. was at the expense of the 
Exchequer, which recouped itself by increasing other taxes. 
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The fall in the actual net expenditure upon liquor may be taken 
at £50 m. The total consumption of absolute alcohol fell by 31 
per cent., and the average consumption per head from 9} to 6} 
pints per annum. 


SMOKING. 


According to the Census of Production the average amount 
of manufactured tobacco available per head of the population 
increased from 3 Ibs. in 1924 to 3} Ibs. in 1930. The value, in- 
cluding duty, of the home-consumed output in 1930 was about 
£109 m. Adding, as before, 25 per cent. to arrive at the retail 
value we obtain £136 m. 

The standard rate of duty was raised from 8s. 10d. to 9s. 6d. 
per lb. in 1931, and in 1932 the profits of the Imperial Tobacco 
Company decreased by £1} m., the chairman stating that the 
turnover had been slightly lower. Offsetting the increase of 
duty, which was estimated to yield £4 m., against the slight fall in 
consumption, we may take the expenditure at the same figure as 
for 1930, £136 m., compared with £110 m. in the earlier period. 
The increase is mainly in expenditure by women smokers, who, 
for some years will probably increase in numbers, non-smokers 
being at present chiefly amongst the older women. 

The Census of Production showed an increase in the con- 
sumption of matches per head from 56 boxes in 1924 to 61 boxes 
in 1930. It seems probable that a considerable part of this in- 
crease remained in 1932, and accordingly £7 m. is taken as the 
value of matches used by smokers. 


TRAVEL. 


After deducting 10 per cent. as chargeable to business ex- 
penses, expenditure in 1932 upon travel on the main railways 
amounted to £58} m. as compared with £72 m. in 1924-27. 
Coaches and buses also received £58} m. in 1932, and when under- 
ground and tram fares are added, the total expenditure upon travel 
in public road conveyances is £99} m. as compared with about 
£70 m. in the previous period. 

Expenditure upon private cars and motor cycles was over- 
estimated for 1924-27. On the average during that period there 
were on the road 550,000 cars and about the same number of 
motor cycles. In 1932 there were 1,100,000 cars and 600,000 
motor cycles. About 25 per cent. of the expenditure upon cars 
has been taken as chargeable to business expenses. Expenditure 
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upon motor cycles in the main comes from income. On this 
basis estimates for the two periods may be made as follows : 


1924-27. 1932. 

£m. £m. 
Licence duty 8 12 
Insurance . : 6 11 
Petrol : 14 19 
Repairs, Tyres, Oil, ete. : 6 10 
One-sixth of capital cost 24 31 
Total for Private Vehicles . : 68 99 

Main Railways . ; 72 584 

Coaches, Buses, and Underground : 70 994 
Pedal Cycles 5 4 
Total for Inland Travel 215 261 


Owing to the imposition in 1929 of the tax upon petrol, now 
yielding about £30 m., a larger proportion of the total expenditure 
upon travel in 1932 went to the Exchequer, and the increase in 
the net cost was probably no more than £21 m. 


ENTERTAINMENTS AND SPORT. 


The actual yield of entertainments duty in 1932 has not yet 
been published, but the 1932 estimate was for £9} m. The total 
amount paid for admission would be about six times this figure, 
or £57 m. 

As regards horse-racing, the number of horses in training is 
still about 5,000, and the total cost of horse-racing (including 
betting, but apart from admission to courses, which is covered 
above) may still be taken at about £74 m. Greyhound racing, 
and the net amount left in the Irish sweepstake fund, however, 
must now be added, and from statistics given in the reports of the 
Lotteries and Betting Commission these may be estimated at 
about £5 m. 

There has been no substantial change in expenditure upon 
games and upon the minor sports, which may be taken as before 
at £10 m. and £2} m. respectively, making a total for this group 
of £82 m. 


SIcKkNESS, ACCIDENTS, AND STATE INSURANCE. 

Voluntary hospitals had an income of £15 m. in 1931,1 and there 
is no reason to suppose that there was any substantial change in 
1932. 

Doctors’ and Dentists’ Fees.—In estimating the figure for 

1 Hospitals Year Book, 1933. 
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1924-27, too large a deduction was made for receipts from the 
State for panel patients, and the net figure should have been 
£30 m. During 1932 the average income was probably slightly 
lower, but this may reasonably be offset against an increase of 
numbers and the same figure taken. 

Drugs.—The Census of Production for 1930 showed very little 
change in the value of the output of drugs, and for 1932 the 
figure may again be taken at £21 m. 

Health Insurance—Employees’ Contributions.—A proportion of 
the contributions paid in connection with the contributory pen- 
sions scheme which came into force in 1926 should have been 
added to the 1924-27 figure, making it £16 m. For 1932 the 
combined health and pensions contributions amounted to about 
£21 m. 

Unemployment Insurance.—Employees’ Contributions.—These 
amounted in 1932 to £19 m. 

Total for this group, £106 m. 


RELIGION. 


The endowment income of the established churches of Eng- 
land and Scotland for 1932 was slightly higher at £9 m. But the 
voluntary offerings for all purposes have fallen considerably and 
amounted to only about £10 m. The offertory receipts of other 
denominations have also fallen, but not in proportion and may 
be taken at about £14 m., making the total expenditure under this 
heading £33 m. 


READING. 

Newspapers and Periodicals——The Census of Production out- 
put for 1930 amounted to £54 m., of which, on the basis previously 
adopted, £32 m. was advertising revenue, leaving £22 m. from 
sales. Advertising revenue fell considerably between 1930 and 
1932, but sales remained about the same. The addition of 50 per 
cent. as before makes the retail value £33 m. 

Books.—This item was placed too low in the previous estimate. 
About 100 per cent. for selling cost should be added to the Census 
value of book production, making a total of £14 m. both for 
1924-27 and also for 1930. Thesame figure may be taken for 1932. 

Total for Reading, £47 m. 


MISCELLANEOUS EXPENDITURE. 


Of the increase by some £13 m. in Post Office revenue it is 
reasonable to suppose that about £6 m. came from private persons, 
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chiefly for telephone services. Total retail expenditure upon 
gramophone records had increased in 1930 by about £5 m. and 
upon cosmetics by about £2 m. On the other hand, fancy goods 
had fallen by about £3 m., jewellery by £2 m., and subscriptions 
to trade unions by £1} m., while in 1932 there is no doubt that 
expenditure upon foreign travel and upon holidays was reduced. 
Taking all items together there seems good reason for allowing the 
miscellaneous figure to stand at £150 m. 


SAVING. 


In my previous paper the average annual amount of saving 
during the period 1924-27, including the purchase of new houses 
and furniture, was put at the round figure of £400 m. It is 
exceedingly difficult to make a trustworthy independent estimate 
of the sum “ saved ” from income during any period after con- 
sumption expenditure has been.met. There is a temptation to 
commence with the total amount of new issues of securities for 
cash (averaging £256 m. in 1924-27), but here is a fruitful source of 
error, for a great part of the money subscribed for new securities 
is spent in purchasing old businesses and other existing assets ; 
and although the sellers of these assets are likely to regard the 
purchase money as capital and not to spend much of it upon con- 
sumption goods, yet they, or someone to whom they transfer the 
money, may use it to subscribe for a subsequent new issue during 
the year. In such a case the same funds are counted twice in 
the total of new issues. Of the above-mentioned figure, however, 
£113 m. was subscribed to be sent abroad and may fairly be taken 
as new saving. 

Next there is the amount set aside by companies out of 
profits. Sir Josiah Stamp has estimated the amount allocated 
to company reserves at £100 m. for 1928.1. Mr. Colin Clark puts 
the average figure of undivided profits for 1924-27 at £161 m.? 
An unknown portion of these reserves will have been invested 
outside the businesses concerned and will thus have provided 
some of the funds for new issues of securities. 

The average net expenditure upon new houses, after deducting 
State subsidy and the amount borrowed for housing by local 
authorities, may be estimated, from information in the Ministry 
of Health reports, at about £72 m. Much of this was undoubtedly 
new savings obtained through building societies, but some will 
have been realised by the sale of securities, the buyers of which 


1 Address to the Royal Statistical Society, November 1930. 
2 The National Income, 1924-31. 
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may or may not have paid for them with new savings. There is 
good ground for regarding furniture as well as houses, as con- 
sumers’ capital, and it may be estimated from Census of Produc- 
tion figures that this accounted for an average of £22 m. in this 
period. 

Another item is the expansion of private businesses, but the 
total capital value of these in 1928 was estimated by Sir Josiah 
Stamp at only £350 m., and the annual increase can scarcely have 
been more than about £5 _m. Then, according to the Macmillan 
Committee, deposit balances at the banks increased by an average 
of £20 m. per annum, and the banks sold to the public from their 
own holdings an average of £35 m. of securities which they re- 
placed with short-dated investments. A considerable portion of 
both of these sums probably came from new savings. Life 
assurance premiums, an important original source of savings, may 
be neglected, since the bulk of them will have flowed into one or 
other of the above channels. Against all these items must be set 
an average of £42 m. released to the investment market by the 
repayment of National Debt out of taxation, the net total being 
either £468 m. or £529 m. according to the amount taken as 
allocated to companies’ reserves. But these totals make no 
allowance for overlapping amongst the items. 

Mr. Colin Clark estimated the average net cost of new in- 
vestment in this period, after allowing for repairs, renewals, and 
depreciation of existing capital, at £378 m., or £400 m. if we in- 
clude the £22 m. for furniture mentioned above, which is not 
covered by his figure. For various reasons the amount of saving 
in any year is not necessarily the same as the net cost of new in- 
vestment. But since the average of four years is in question here 
the discrepancy is probably not great. Perhaps, therefore, the 
figure of £400 m. may reasonably be taken for the average annual 
saving in the years 1924-27. 

As regards 1932, new issues of securities for cash amounted to 
£189 m., but the banks took from the market a total of £227 m., 
so that the public held £38 m. less of securities at the end than at 
the beginning of the year. Bank deposits increased by about 
£297 m., but of this £38 m. came from purchases of securities by 
the banks, and £176 m. from repayments of War Loan, leaving a 
net increase of £83 m. In view of the very small net change in 
prices, in production, and in bank clearings it may perhaps be 
assumed that the whole of this increase was in savings deposits. 
Allocations to company reserves seem to have been about one- 
third as great as in 1924-27, or, say, £30-55m. The net expendi- 
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ture upon new houses, calculated in the same manner as before, 
was about £93 m., and upon furniture about £25 m. Extension 
of private businesses was negligible. The total of these items is 
£231-256 m., but again they probably overlap a good deal. Mr. 
Colin Clark’s estimate of the net cost of new investment was only 
£81 m. for 1932, which with our furniture item makes £106 m. 
This, however, does not include money “ hoarded”’ in bank 
deposits, which was undoubtedly substantial, and there seems to 
be good reason for putting the amount of income not spent upon 
consumption goods and services at about £200 m. 

We can now collect together all the expenditure items for 
both periods in the following table. 


ANALYSIS OF THE NATIONAL EXPENDITURE FOR THE AVERAGE 
OF THE YEARS 1924-27 AND FOR 1932. 


1924-27. 1932. 
Per cent. { Per cent. 
of total. of total. 
Food 1,2393 30} 1,1073 30} 
Maintenance of the Home < 513 122 580 15} 
Clothes . 452 11} 314 8h 
Direct taxation 385 94 406 ll 
Liquor . 308 7k 2324 6} 
Smoking 116 3 143 4 
Travel . 215 5} 261 7t 
Entertainments and Sport : 85 2 82 24 
Sickness, Accidents eae State 
Insurance . 2 93 24 106 B: 
Religion 42 1 33 1 
Reading : : 44 1 47 1} 
Miscellaneous Expenditure 150 33 150 4 
Saving, including new houses 
and furniture 400 10 200 54 
Total . 4,0424 100 3,662 100 


In order to arrive at a figure of net social expenditure compar- 
able with estimates of the net social income, such as those of 
Mr. Colin Clark, it is necessary to deduct from the gross totals 
above all items which represent mere transfers of income, as 
distinct from real expenditure upon goods and services. For 
the period 1924-27 the averages of these were as follows: 
National Debt interest £279 m., unemployment benefit £45 m., 
health benefits £19 m., poor relief £47 m., war pensions £60 m., 
old age pensions £27 m., and contributory pensions £5m. These 
deductions, totalling £482 m., leave an average net social 
expenditure for 1924-27 of £3,560} m., which compares with Mr. 
Clark’s figure of about £3,714 m. For 1932 the corresponding 
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deductions, which amount to £567 m., leave a net expenditure 
figure of £3,095 m., which compares with Mr. Clark’s £3,392 m. 
Thus my total is £153} m. less than his for the earlier period and 
£297 m. less for 1932. Mr. Clark’s calculations all start, so far 
as the figure for net social income is concerned, from estimates 
based partly upon income tax statistics. A figure of total ex- 
penditure built up item by item must aiways fall short of any 
estimate of the national income which depends upon income tax 
figures. As is well known, there are many expenses incurred and 
many charges against income which a prudent accountant will 
make which are not allowed as deductions for income tax purposes. 
Here is one cause of difference, though it is hardly sufficient to 
account for the discrepancy of £297 m. in 1932. It has been 
suggested in the Economist! and elsewhere that Mr. Clark’s esti- 
mate of the fall of income since 1929 is rather too small. 

If the increase of £85 m. in the total of transfer incomes is 
taken out of the expenditure items, the fall in net social income 
(£4653 m.) appears to have been balanced on the expenditure side 
approximately as follows : reductions amounting to £140 m. upon 
food, £147 m. upon clothes, £50 m. upon liquor, £3 m. upon 
entertainments and sport, £9 m. upon religion, a fall of £200 m. 
in saving and of £42 m. in the amount applied to National Debt 
reduction; these decreases being offset by increases of £58 m. 
upon maintenance of the home (chiefly due to better housing), 
£15 m. upon smoking, £21 m. upon travel (mainly private cars and 
motor coaches), £3 m. upon reading, and £28} m. upon central 
and local government services other than mere transfers of in- 
come. 

When we turn, however, from nominal expenditure and con- 
sider the real consumption of goods and services which lies behind, 
a completely different position is disclosed. The fall in expendi- 
ture upon clothing is mainly, though not entirely, accounted for 
by a fall of prices, most of which occurred between 1930 and 1932. 
There are no complete figures available for the quantities of 
clothing produced, but the slight fall (1°6 per cent.) in the number 
of persons employed in the clothing industries, coupled with the 
increase of population, indicates that the nation as a whole was 
rather worse dressed in 1932 than at the earlier period. On the 
other hand, there was undoubtedly a remarkable improvement 
in the food supply. As the table at the commencement of this 
paper shows, during 1932 the average person consumed appreci- 
ably larger quantities of several of the more important food-stuffs. 


1 October 21, 1933. 
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Though he ate less beef, he more than made up for it with mutton, 
lamb and bacon, and his total consumption of meat increased by 
6 percent. He ate 33 per cent. more eggs, 10 per cent. more sugar, 
and drank 15 per cent. more milk. His consumption of poultry, 
cream, fish, cocoa (mainly as chocolate confectionery), fruit and 
potatoes all increased, and for margarine and lard he to a consider- 
able degree substituted butter. On the other hand, although he 
ate considerably larger quantities of biscuits and cakes from the 
shop, his consumption of bread showed no change, and his con- 
sumption of home-made puddings and pastry was definitely lower. 
In short, he moved away from the staple bread-stuffs in the direc- 
tion of a more varied diet, tending at the same time to substitute 
factory preparations for home-cooked food. Furthermore, along- 
side this increase in food consumption, and perhaps not uncon- 
nected with it, there went a fall by nearly one-third in the con- 
sumption of alcohol. 

In a few cases the apparent increase of consumption may be 
partly accounted for by an increase of waste, which often occurs 
when prices fall. But the improvement in the average diet in the 
year of deepest depression as compared with the position seven 
years earlier is beyond doubt. The drawbacks of our dependence 
upon imported food are often pointed out; but in the past two 
years the much lower level of food prices compared with the 
prices of manufactured goods has been one of the principal 
reasons for the comparatively happy position of this country. 
One wonders what might have happened in some of the depressed 
areas of Great Britain had this cheap food not been available. 

A. E. FEAVEARYEAR 


THE CANADIAN MACMILLAN COMMISSION 


Report of the Royal Commission on Banking and Currency 
in Canada. (Ottawa: King’s Printer, 1933. Pp. 119. 
50 cents.) 

THERE have been Royal Commissions on such specific matters 
as individual bank failures, and many parliamentary committees 
on Canadian banking and currency in general, but this is the 
first Royal Commission ever appointed to consider certain broad 
aspects of the Canadian banking and currency system. Its 
findings, therefore, have something more than the usual interest. 
Although the terms of reference given to the Commission 
included all aspects of the Canadian monetary system, the 
Commission considered that its main problem was in connection 
with the desirability of establishing a central bank. 

The Commission consisted of Lord Macmillan, Sir Charles 
Addis, Sir Thomas White, Mr. J. E. Brownlee, and Mr. Beaudry 
Leman. Lord Macmillan was the Chairman, and no comment on 
this eminent jurist and public man is necessary; the Macmillan 
Report has made his name known to all interested in monetary 
matters. Sir Charles Addis is also well known and esteemed 
through his accomplishments in fields of banking and international 
finance. Sir Thomas White is known as Canada’s famous war- 
time Finance Minister. Since his voluntary retirement from 
public life in 1919, he has been engaged in the financial world— 
though a lawyer by training—and is a director of the Canadian 
Bank of Commerce and vice-president of the National Trust 
Company (Toronto). Mr. Brownlee is also a lawyer, and for the 
past several years has been the able and respected Prime Minister 
of Alberta. Mr. Beaudry Leman—an engineer by profession— 
has been in active banking work for many years, and is now 
manager and vice-president of the Banque Canadienne Nationale— 
one of the two French-Canadian banks. Mr. B. J. Roberts, of 
the Department of Finance, and Mr. A. F. W. Plumptre, of the 
University of Toronto, acted as secretaries. 

The Commission met in Ottawa early in August, and, after a 
brief organisation session, proceeded to Victoria, B.C. It then 
crossed the continent to Halifax, holding public hearings in all 
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the main cities. Some private sessions were also held with 
various provincial governments, presumably upon technical 
aspects of provincial finance. Any individual or organisation 
wishing to do so could give evidence, and a great number of both 
availed themselves of the opportunity. Although district 
officers of the banks were heard at many centres, the final sessions, 
held in Ottawa, were given exclusively to the banks. Approxi- 
mately 800,000 words of evidence—which, it is understood, are 
not likely to be printed—were taken and all points of view were 
represented. 

The first chapter of the Report is a brief introduction to the 
problems facing the Commission. Chapter II gives a concise 
historical sketch of the Canadian financial system—Dominion note 
issue, banks and the other different financial institutions—while 
the third chapter describes their operations. The fourth chapter 
analyses the Canadian economic and monetary structures, and is 
really the beginning of the analytical section which leads up to 
the Commission’s conclusions. Chapter V carries the analysis 
further, and discusses the general nature and functions of central 
banks, and their application to Canada. These two chapters 
contain the analysis upon which the Commission’s conclusions 
respecting the establishment of a central bank are founded. 
Chapter VI deals briefly with agricultural credit, and Chapter VII 
with certain minor problems in banking practice. Chapter VIII 
is a brief summary, with the recommendation that a central 
bank should be established. This concludes the report proper, 
which all the members of the Commission signed. 

An addendum by Sir Thomas White disagrees with some of 
the analyses made in Chapter III, mainly on the theory of the 
creation of bank deposits. There is also a memorandum of 
dissent by Sir Thomas White, in which he disagrees with the 
recommendation for a central bank. Mr. Leman has a memoran- 
dum of dissent on the same point, and so, in effect, the establish- 
ment of a central bank is recommended by three to two. Mr. 
Brownlee has a memorandum (not headed as that of dissent) 
in which he elaborates his views on certain points of interest 
to the Canadian West—interest rates, bank profits and bank 
directorates. He also enters objections to the form of the central 
bank suggested in an appendix. The first appendix is headed 
“* Suggestions as to Some of the Main Features of the Constitution 
of a Central Bank for Canada,” and isin summary form. Further 
appendices contain statistical tables. It might be added that the 


Report is profuse with statistical matter, much of which was 
Ne. 173.—Vvou. XLIv. E 
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available before, but some accessible to the public for the first 
time. 

Before starting to comment upon the main conclusion of 
the Report—the establishment of a central bank—the minor 
conclusions may be touched on briefly. The Commission 
recommended that the problem of agricultural credit should be 
investigated further with the aim of getting a comprehensive 
scheme developed. No one can seriously object to this recom- 
mendation, although agricultural credit has been investigated 
often enough in Canada that some action should be possible. 
The Canadian Bank Act has a section which is intended to restrict 
the bank discount rate to 7 per cent. It is so worded, however, 
that it is legally evaded and is not completely effective. Four 
of the Commissioners recommended the repeal of this section ; 
Mr. Brownlee was in favour of its retention. The section is 
probably not of great economic significance, although it is strongly 
favoured in the rural areas, particularly in the West. Another 
point arose in connection with the exchange charges on out-of- 
town cheques. The Commission suggested that the banks might 
forgo this charge and obtain their compensation in other and 
less irritating ways. This suggestion—not a recommendation— 
will doubtless not be accepted by the banks, although there is a 
great deal to be said for it. The investment bankers had hoped 
that the Commission would make a pronouncement against the 
practice of the chartered banks dealing in and distributing 
securities. The Report discusses the matter, and merely suggests 
that the chartered banks should deal only in the highest grade 
of bonds. This hardly meets the hopes of the bond dealers, 
and considerable disappointment has been expressed by them at 
the neutral tone of the Commission. A number of other points 
were touched upon, but they are of lesser general interest. 

Before proceeding with the analysis of the main aspects of 
the Report, it may be well to summarise briefly the structure of 
the Canadian monetary system. In 1914, before the changes 
consequent upon the war were made, the Government currency 
and the banking system made up the monetary system. The 
subsidiary coinage calls for no comment. The Government 
note issue, termed the Dominion note issue, was—with gold— 
the legal money of the country, and was issued on a basis of a 
certain basic “‘ free ’’ issue, the balance covered by a one hundred 
per cent. reserve in gold. The Dominion note issue functioned in 
an automatic way—the Department of Finance changed notes 
for gold and gold for notes—and “ the growth of the issue was 
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dependent on the acquisition of additional gold stocks” (para- 
graph 182). Although the actual proportions have changed, 
this principle has been in operation from federation to the present 
time. The banks are both savings and commercial banks, and 
have the right of “free” note issue up to the amount of their 
paid-up capital; issue beyond this is possible under certain 
conditions—depositing legal money or paying a tax during certain 
months. There was, of course, no central bank, or any similar 
institution. 
The Report describes the situation as follows : 


183. As there were then no rediscounting facilities or 
anything of a similar character within Canada, there was no 
way by which the banking system could, within Canada, 
quickly increase its cash reserves. It was thus forced to 
rely upon its quick assets realisable outside Canada. 

184. Each bank extended or limited credit in light of 
its position in terms of cash within the country and claims 
on cash without. The fundamental consideration of a bank 
was always to keep its position sufficiently liquid to meet 
all the cash demands made upon it. On the Canadian banking 
structure as a whole the main demands for cash, apart from 
domestic seasonal needs, were for meeting external require- 
ments. The ability to meet this demand implied the ability 
to maintain the gold standard. 


‘ 


This monetary system was thus “ automatic,’ and functioned 
well in the pre-war world. 

In 1914 the Finance Act was passed, and has been in effect 
ever since. It permitted the Department of Finance to advance 
Dominion notes—legal money—to the banks upon the deposit 
of satisfactory collateral, mainly high-grade bonds. This process 
was in effect re-discounting. No provision for, or reference to a 
gold reserve is contained anywhere in this Act. The operations 
under this Act—operations which were essentially central banking 
in character—were carried on by an administrative director of 
the Government. Thus, the advent of this Act changed entirely 
the automatic nature of the system. 

The immediate problem of the Commission was to decide 
whether this system should be carried on or if some change 
should be made. Although the Finance Act served admirably 
as an emergency device, its long-run merits were seriously 
questioned, and Canadian economists were generally agreed that 


it was decidedly unsatisfactory as a permanent measure. Even 
E2 
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the bankers—who in general approved of it—were in some cases 
willing to admit that some change could be made with benefit. 
And so the continuance of existing machinery without any change 
was hardly a serious possibility. The matter then became one 
of the form and direction of the change. 

Three possible lines of change were mentioned. The first— 
that of repealing the Finance Act and having no rediscounting 
mechanism—was not seriously considered. The bankers, having 
become accustomed to the use of re-discounts, felt that a return 
to the 1914 situation was undesirable. It is also probable that 
the absolute size of the Canadian balance of payments is now 
so much greater than before the war that the same decentralised 
machinery could not work in the apparently strainless way that 
it did then. The flow of foreign capital into Canada was also an 
important factor in the pre-war system. In any case, there was 
little opinion in favour of returning to the decentralised pre-war 
system. 

The second possibility—advanced by the bankers mainly— 
was that the Finance Act might be adapted to present conditions 
and its administration placed in the hands of a representative 
Board appointed by the Government. The majority of the 
Commission rejected this—Sir Charles Addis is reported to have 
termed it the “ fifth wheel to the coach ’’—on the basis that either 
it did not have sufficient power to do its job properly, or if it did, 
it became in effect a central bank. This conclusion appears quite 
sound. One cannot help feeling that the bankers were boggling 
at the name—central bank—as much as at the thing itself. 

The majority of the Commission was thus forced to the 
logical conclusion that it was desirable and necessary to establish 
a central bank. Chapters IV and V contain the analysis which 
leads to this conclusion, and, in general, one must agree with 
this analysis. There are, however, certain points—particularly 
with respect to the note issue—at which the “ orthodox ” view 
on central banking coloured the analysis and is of doubtful 
validity. This, however, will be discussed later. In general, 
one agrees thoroughly with the recommendation of the Report 
and most of the analysis leading to it. 

The memoranda of dissent filed by Sir Thomas White and 
Mr. Leman are not convincing. They do not meet the vital 
point—that some central institution of prestige, not merely a 
departmental or public committee, must be in control of the 
monetary standard of the country. Sir Thomas White’s reasons 
for opposing the establishment of a central bank were, that 
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dislocation to the system may occur, that international monetary 
conferences and action are of uncertain merit, that control of 
the price level is questionable and that other countries having 
central banks is no argument for one in Canada. The irrelevancy 
of these points to the main issue can be seen. Mr. Leman raised 
the constitutional problem—which is of doubtful validity here, 
but is ever present in any Canadian problem—and added that 
the time was inopportune for establishing a central bank. These 
points are also not germane to the main problem and do not 
begin to meet the logical analysis advanced by the majority 
of the Commission. Both of these commissioners—on the 
assumption of a central bank being established—raised certain 
points about its form which will be dealt with later. 

Agreeing, then, with the main conclusion in favour of establish- 
ing a central bank, the other important matter is its structure 
and functions. And here there are certain points made in the 
suggestions in the appendix with which agreement is difficult. 
The suggestion is that the stock of the central bank_should be 
held by the public; that the first set of directors be appointed 
by the Government but afterwards (by implication) elected by 
the shareholders; that the first governor and deputy governors 
be appointed by the Government; and that afterwards such 
officers be appointed by the directors, subject to the approval 
of the Government. This in effect means a private institution 
(with a limited dividend rate) with only such direct Government 
control as approval of the selection of the executive officers 
implies. 

There is no objection to individuals supplying the capital 
for the bank if at the same time they have little control over 
the directors and management. In fact, the capital of the bank 
—its source and amount—is of relative insignificance; the im- 
portant thing is the control of the bank. Doubtless the point of 
the suggestion in the Report is to give the central bank a suffi- 
cient degree of independence that it could carry out its functions 
efficiently. There is no doubt that an efficient central bank 
needs a degree of independence from its Government, but it is 
doubtful if such a device as this is, on balance, suitable for this 
purpose. The Bank of England and its traditions are the result 
of a long growth and evolution, and one questions whether its 
form is one to be emulated, despite all its estimable and successful 
qualities in England. Complete independence is, of course, im- 
possible, since any corporate institution is a creature of the State. 
A central bank is an institution to which the State delegates a 
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certain very important function—the control of the monetary 
system—but this function has definite social and public aspects 
and must be recognised as such. The Report itself states (para- 
graph 207) that the State “must necessarily retain ultimate 
sovereignty in matters affecting the currency.” The important 
point is that central banking is a social function, and it is question- 
able if a created private organisation should have this power 
delegated to it. 

There can be no question that it is the duty of the central 
bank to stand out against the pressure of governmental policies 
which the bank believes to be injurious to the public good. But 
if a Government decides that a certain monetary policy—using 
the term in its broad sense—is desirable, and if it is prepared 
to follow it at all costs and to be responsible to the public for 
it, then it must be, under a democratic scheme of government, 
the duty of the central bank to carry out this policy. In an 
extreme case the bank may appeal to the sovereignty of the 
people by making the matter at stake a public issue between it 
and the Government. Such a possibility, however remote, is 
bound to exercise some restraint upon even headstrong 
administrations. 

It must be realised that the alternative form of control— 
Government selection and appointment—carries with it the 
possibility of abuse, and that poor and incompetent men may 
obtain a place upon the directorate or even in the management. 
This possibility, however, is also true to some extent of private 
selection. The risk is one which has to be taken, and the general 
level of Canadian public appointments has on the whole been 
reasonably good; sufficiently good that there is no room for 
assuming that the bank would be seriously weakened by such 
a practice. 

Although the private form of organisation is one of the 
suggestions in the appendix—which is in no sense a formal 
recommendation—Sir Thomas White and Mr. Brownlee both’ 
voiced definite objections to the idea. Mr. Leman in his dissent 
expressed no definite view on this point, but it is not impossible 
to get the view that he is doubtful of it. This, however, is 
quite uncertain. Mr. Brownlee’s objections are not dissimilar 
to the views expressed here, while Sir Thomas White has the 
added point that private ownership would result in the un- 
healthy condition of canvassing and lobbying for votes. 

It is not possible to make any precise prediction as to the 
reaction of the country on this point. There is a strong general 
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public ownership sentiment in parts of Canada, and this may 
colour the result. It is to be expected that the West would not 
favour a private institution. However, the final form of the 
bank is not clear at present, and it is quite possible that political 
influence will cause the form to be definitely a public one. 

Turning to the suggestions as to the powers and functions 
of the proposed central bank—however organised—there are 
a few points which stand out and call for discussion. The note 
issue, for example, is handled in a doctrinaire manner. In 
Chapter V it is flatly stated that “it is essential for the full and 
satisfactory working of a central bank that it should have the 
sole right of issue of legal tender notes.” As Canadian bank 
notes are not Jegal tender, this statement does not seem to apply 
to them, but the appendix suggests extinguishing the banks’ 
note issue, which seems to imply that the above statement is 
deemed relevant to the Canadian situation. Leaving aside the 
legal tender aspect, it is surely incorrect to say that a central 
bank must have the sole right of issue in order to~control the 
system. Presumably the main purpose of giving the central 
bank the sole right of issue is to ensure that when expansion 
occurs the added demand for hand-to-hand currency will force 
the commercial bank to resort to the central bank—that is, the 
commercial bank will have to “ buy ” more central bank notes 
with re-discounts. But this whole argument is only of significance 
for that part of the note issue which fluctuates or is elastic. Surely 
the substratum is unimportant, and it is only the elastic part of 
the issue which the central bank needs to have in its own power. 

It may be assumed that the purpose of a central bank is to 
give control of the monetary system to a specialised institution, 
and that it is not punitive in that it is created to make an added 
burden on the commercial banks. Thus if the chartered banks 
lose their note issue—on which they, correctly or incorrectly, 
place great weight—compensation will have to be given in other 
directions ; for example, the reseve ratio will have to be lower. 
There is no theoretical objection to the banks being given a fixed 
issue—equal, say, to the average circulation for the last two or 
three years—with the central bank supplying the balance of the 
currency. The banks appear to place great weight on the note 
issue privilege, and much antagonism to a central bank could be 
lessened by meeting them on this point, which is not essential 
to the existence of an effective central bank, This plan would 
not give a homogeneous circulating currency, but this is hardly 
a point of importance. 
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The Report suggests the plan of a fixed statutory reserve for 
the commercial banks and mentions a specific figure. The purpose 
of a required reserve is to ensure that the central bank will be in 
control of the banking system, forcing the commercial banks to 
resort to it on its own terms. Therefore, in setting up a central 
institution, the reserve should be fixed at such a point that it will 
not constitute a new net burden on the commercial banks, but 
will ensure control to the central bank when expansion occurs ; 
this, of course, assumes that the bank is being started in a depres- 
sion period. The Report suggests that reserves equal to “ say, 
5 per cent.” of total deposits in Canada should be held with the 
central bank. No distinction is made between time and demand 
deposits, and the rate is simply against the aggregate. As 
Canadian “‘ savings ” accounts are checked against to a consider- 
able extent, there is probably no serious objection to combining 
the two classes of deposits for this purpose. This figure is set 
on the assumption that the Dominion Government deposits will 
be transferred to the central bank and that the note issue will 
be extinguished. There is, however, no statistical analysis or 
verification of such a figure, and there is therefore no evidence that 
the proper figure is not 6 or 7 percent. In the absence of support- 
ing evidence, the validity of any such figure may be questioned. 
It is not easy to calculate just what the proper figure should be, 
because of the foreign business of the Canadian banks. Generally 
there is a net balance of deposits in outside banks in their favour, 
they have substantial quantities of gold and United States 
currency (particularly in the West Indian branches) outside 
Canada, they have call loans in London and New York which will 
run anywhere from 4 to 6 per cent. of their total assets, and they 
have foreign securities in outside centres. Bankers say that a 
goodly proportion of all this is a reserve for the foreign deposits 
and business of the banks, but they also admit that some of it— 
outside call loans, for example—is a reserve for the internal 
banking structure. Thus the matter is a complicated one. 

Not only is the specific figure questionable, but the method 
itself could be improved. If the central bank were given the 
right or power to set the reserve ratio itself, and to alter it 
from time to time, it would have a much greater control over the 
monetary system, and the period of transition would be easier 
for the banks. There would be no sudden dislocation because of 
a statutory reserve rate either too high or too low. Experience 
seems to show that in countries where tradition cannot be relied 
upon, a fixed reserve for the commercial banks is very necessary, 
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but there is a great deal to be said for putting the fixing of the 
ratio in the hands of the central bank. This point is of much 
greater importance than the note issue, and might possibly arouse 
less antagonism on the part of the banks. 

The reserve for the central bank is suggested at 25 per cent. 
in gold or foreign exchange. Both Sir Thomas White and Mr. 
Leman voiced strenuous objections to the “foreign exchange ” 
clause; they felt that severe losses could come to the central 
bank through the holding of foreign exchange. This, of course, 
is quite true. But it is curious that these commissioners—both 
well acquainted with Canadian banking practice—should not 
realise that the Canadian banks have always held part of their 
second line reserves in the form of call loans abroad. When in 
the past the banks were attacked, usually by agricultural interests, 
with draining capital from the country through making foreign 
call loans, the reply was that such call loans are part of the system’s 
reserves. Although the figure 25 per cent. is relatively low, there 
seems little good reason for any statutory reserve at all; the whole 
matter could be left to the discretion of the bank, rather than 
centring interest on a certain arbitrarily selected figure. 

The other suggestions made are along the usual lines, and 
include a limitation of the dividend rate to 5 or 6 per cent., with 
excess earnings going to the Government, the central banker to 
be the banker for the Dominion Government, and possibly for the 
provincial governments—which is an entirely different and more 
doubtful matter—the management of the federal public debt 
by the bank, and a list of the usual powers of, and limitations on 
discounting and lending and operations in general. Certain 
minor points arise in these various suggestions, but they do not 
warrant discussion here. 

The whole form of the Report is curious, or rather ambiguous, 
and it is not always clear as to what is a majority decision and what 
are the points of dissent. It would have been much easier to 
understand the position of the various commissioners if majority 
and minority reports had been submitted, with no overlapping. 
The appendix containing the suggestions as to the form of the 
bank is very brief and sketchy, and it is not in that part of the 
Report signed by the commissioners; some of the commissioners 
in dissent object to parts of it as if it were a part of the Report, 
and in general there is no clue as to who supports what. As this 
section is the most concrete one, the most interesting to many, 
and the one on which legislation will or will not be based, it is 
regrettable that it is placed in such an ambiguous position. 
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Looking at the task given to the Commission, one sees three 
main problems for it to tackle. There was the matter of estab- 
lishing a central bank, and, if so decided, the form of the bank, 
and finally the monetary policy to be followed by Canada. The 
first one, it turned out, occupied the Commission exclusively, 
and it seems, in the light of present evidence, to be the least 
significant of the three. The Canadian Prime Minister, according 
to Press reports, is reported to have stated that as far back as the 
autumn of 1931 he had concluded that Canada must establish a 
central bank. He is also reported to have stated that his resolu- | 
tion to establish a central bank occurred during or after the London 
Monetary Conference. If this is so, the whole procedure of 
appointing a commission to travel about the country may be 
questioned. 

The second task, that of giving aid in the precise form of the 
central bank and on the many points connected with its establish- 
ment, is done in a very brief and summary manner. A little 
more than two pages is used to give certain broad suggestions— 
thirteen in all. The suggestions are quite standard and orthodox 
in form, and do not appear to meet the many peculiar Canadian 
points. Thus the second problem is hardly met at all. 

Of the three problems, the third—that of monetary policy— 
is much the most important, and one on which a Commission of 
this type could render great service. With fluctuating foreign 
exchanges, and the main countries of the world pursuing different 
monetary policies, an examination of the Canadian position 
would seem to be of particular value and assistance. Unfortun- 
ately no such analysis was attempted or even mentioned, except 
by Mr. Brownlee, who deprecated its absence ; it appears, in fact, 
to have been definitely ruled out by the Commission. The 
Macmillan Report in Britain was of this general nature; it is 
quite clear that the Canadian document does not approach the 
British Report in merit. 

Thus it can be seen that of the three main monetary problems 
facing Canada, the Commission met the first one squarely and 
competently, scratched the second, and did not even get near the 
third. From a strictly economic viewpoint, the first problem— 
that of the desirability of a central bank—is the easiest, and needed 
no Commission to settle. On the other hand, the political value 
of having such a Commission recommend this step is doubtless 
considerable. It does seem regrettable, though, that with this 
Commission in existence more was not done on the second and 
third problems. 
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Assuming that the Commission was a serious effort to meet 
these questions, it is unfortunate that no officer or competent 
person from a Federal Reserve Bank was on the Commission. 
Irrespective of the relative merits of the commercial banking 
systems of the United States and Canada, the experience of the 
Federal Reserve System is particularly apropos in Canada. 
The two countries are similar in economic organisation and they 
have both faced the same’ problem—that of constructing and 
attaching a central institution to a decentralised system. The 
form of the Federal Reserve System—based on unit banks— 
has no particular value in Canada, but the experience of the 
system in its operations would appear to have much for Canada. 
It also seems regrettable that no Canadian economist was a 
Commissioner. Such a member of the Commission would have 
been of great assistance in bringing out the many peculiar features 
of the Canadian economy, and could have done much to adapt the 
rather doctrinaire suggestions to those features. 

There seems little doubt that a central bank will be established. 
The Prime Minister recently stated (before the Report was made 
public) his intention of introducing legislation in the coming 
session of Parliament, which opened in January, to establish a 
central bank, and the leader of the official Opposition pronounced 
in favour of such an institution more than a year ago. The third 
party has always—for various reasons—been in favour of a 
central or national bank, and so it would appear that some kind 
of an institution is fairly certain. 

Whatever may be the merits of the Report as a public docu- 
ment, it would be less than justice not to pay tribute to the 
time, attention, and labour which the Commissioners gave to 
their task. The work of travelling and hearing all sorts of wit- 
nesses was arduous and difficult, and the final labour on the Report 
was hardly less so. For two months the Commissioners were 
engaged on this task, for which they deserve great thanks. The 
British Commissioners in particular sacrificed well-earned holidays 
to participate in the work, and their main reward is their contri- 
bution to the solution of some Canadian problems and the very 
pleasant memories which many Canadians have of their contacts 
with these two gentlemen. 

Queen’s University, C. A. Curtis 
Kingston, Ont. 


THE EQUILIBRIUM OF THE FIRM 


1. Tue exploration of the conditions of equilibrium of the 
individual firm has in recent times occupied to an increasing 
degree the attention of economists. This, as should be evident, 
was a necessary development of the so-called “ particular equi- 
librium ” method of analysis developed by Marshall and especially 
of the conception of the ‘‘ supply-curve’’: the postulation of a 
definite functional relationship between price and rate of supply 
in the various industries. The latter, though an integral part 
of the Marshallian system, was by no means such a straight- 
forward self-evident conception as its counterpart, the demand 
curve. The reasons for this asymmetry are not far to seek. 
The assumption that buyers respond to price stimuli in a definite 
and unequivocal manner (which is all that the demand curve 
implies) can be deduced from the general proposition that they 
have a definite system of wants and act in accordance with it; 
that is to say, it can be directly derived from the general postu- 
lates of the subjective theory of value. But the assumption 
that sellers do the same is a much more complex affair—at any 
rate in a world where production is carried on on a co-operative 
basis. It implies that there exists a mechanism which trans- 
lates technical and psychological resistances into cost com- 
putations in such a way that a definite amount of a commodity 
will be offered by each producing unit in response to any price. 
It implies, therefore, that there is a definite relationship between 
the costs incurred and the amount produced for each individual 
source of supply and between price and the number of such 
producing units; and finally between price and some derivative 
of the cost function of the individual producing unit. Briefly 
then, it assumes two things : perfect competition 1 and the exist- 
ence of a definite cost function for each firm. (The assumption 
of perfect competition is, of course, also necessary in the case 
of the demand curve. But on the demand side this can more 
or less be treated as a “‘ datum ’’—at least in so far as the demand 
for consumers’ goods is concerned 2—for it follows from the 


1 Under “‘ perfect competition,” here and in the following, we simply mean 
a state of affairs where all prices are given to the individual firm, independently 
of the actions of that firm. 

2 The demand for producers’ goods (derived demand functions), on the other 
hand, are more like supply-functions in this and the following respects. 
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facts that in buying individuals act alone 1 and that the con- 
tribution of a single individual to the social income and, thus, 
his individual spending power, is relatively small. But the 
nature of the conditions of competition on the supply side, as 
is now increasingly realised, is itself something to be explained.) 
In order to arrive at the supply curve for an industry, therefore, 
it must be shown that corresponding to each price there will 
be a definite number of firms in the industry and a definite 
amount produced by each when all firms are in equilibrium.” 
Moreover, the importance attached to the nature of the 
supply-function in post-Marshallian economics, the division of 
industries into those of ‘ increasing,” “‘ constant ” and “ dimin- 
ishing supply price,” and the distinction between “‘ external ” 
and “internal”? economies, which postulated different cost 
functions for individual firms and for the aggregate of firms 
composing the industry, made it more than ever necessary to 
analyse the conditions of equilibrium for the individual firms 
before any postulates were made about the supply-function of an 
industry. For only when the necessary functions are found 
which determine the behaviour of individual firms and some 
formal conclusions have been arrived at about the forms which 
these functions can actually take and when the inter-relations 
of these cost-functions have been analysed, only then can we 
derive those supply-curves of various shapes which the simple 
two-dimensional diagram at once suggests to the mind.® 


1 This is not to be interpreted as saying that ‘‘ co-operative buying ”’ is not 
feasible. But the advantages of buyers’ co-operation consist solely in market- 
ing advantages (in “‘ exploiting ” sellers), while the advantages of sellers’ (pro- 
ducers’) co-operation follow from the principle of the division of labour and 
exist independently of any additional marketing advantage which can thereby 
be gained. 

* Both Marshall and Professor Pigou appear to argue that an “industry” can 
be in equilibrium without all the firms composing it being simultaneously in 
equilibrium. This is true in one sense but not in another. If it is assumed 
that firms have a finite life like individuals, that they gradually reach their prime 
and then decline, it is, of course, not necessary that all the firms’ outputs should 
be constant when the industry’s output is constant. But if the growing output 
of young firms is to cancel out the declining output of old ones on account of 
something more than a lucky coincidence, it is necessary to assume that all 
firms are in equilibrium, i.e. that they produce the output appropriate to the 
ruling prices, to their costs and to their age. Tho introduction of a third type of 
“‘ variable” (i.e. the firm’s age) merely implies that equilibrium must also be 
established with respect to this; it certainly does not imply that equilibrium 
need not be established with respect to the other variables. 

3 With the growing realisation of the difficulties confronting any attempt at 
a workable definition of the concept ‘ commodity,” doubts arose concerning the 
legitimacy of the concept of a single “ industry’ which are probably more 
important and fundamental than the objections raised in the present article. 
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2. Marshall realised that it was necessary to describe the 
mechanism with the aid of which the reactions which the supply- 
curve exhibits actually come about; and this, I believe, was 
the reason which led him to the conception of the “ representa- 
tive firm.” His purpose was therefore not the establishment 
of a concept which has analytical significance as such, but rather 
the construction of a mental tool with the aid of which the 
reaction-mechanism postulated by the supply-curve can be, if 
not analysed, at least rendered plausible. The “ representative 
firm ’’ was therefore meant to be no more than a firm which 
answers the requirements expected from it by the supply-curve. 
In the words of Mr. D. H. Robertson: ‘In my view it is not 
necessary ... to regard it (i.e. the representative firm) as 
anything other than a small-scale replica of the supply-curve of 
the industry as a whole.” 1! In this sentence, I believe, Mr. 
Robertson has admirably summarised the real weakness of the 
Marshallian concept; perhaps more so than he would himself 
care to admit. It is just because the ‘‘ representative firm ”’ was 
meant to be nothing more than a small-scale replica of the 
industry’s supply-curve that it is unsuitable for the purpose it 
has been called into being. Instead of analysing at first the 
conditions of equilibrium for individual “firms” and then 
deriving from them, as far as possible, the conditions of equi- 
librium for an “ industry,” Marshall first postulated the latter 
and then created a AHilfskonstruktion which answered its 
requirements. 

Professor Robbins has shown? that Marshall’s conception 
of the representative firm (apart from the defect that it is 
nowhere in the Principles adequately defined) is open to the 
prima facie objection that it introduces elements which are not 
consistent with the general assumptions upon which economic 
theory is based. We are here asked to concentrate our 
attention upon a particular firm, which, whether it is conceived 
as one selected from a large number of actual firms or merely 
some sort of average of all existing firms, is supposed to 
fulfil a special role in the determination of equilibrium in a 


But as the results of our investigation do not depend upon the validity of this 
concept, while its use considerably simplifies the analysis, we shall assume for 
the purposes of the present article that production can be divided up between 
a definite number of “‘ standardised ’? commodities, each of which is sufficiently 
unlike the other to justify the use of the word ‘‘ industry ” applied to it. 

1 “ Tncreasing Returns and the Representative Firm,” Economic JOURNAL, 
March 1930, p. 89. 

2 “The Representative Firm,’’ Economic Journatr., September 1928. 
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way which other firms do not. “There is no more need for us 
to assume a representative firm or a representative producer 
than there is for us to assume a representative piece of land, a 
representative machine or a representative worker.” ! Pro- 
fessor Robbins’ criticism only affects Marshall’s particular solu- 
tion, however; and shows that the kind of short-cut Marshall 
attempted will not do. It enhances rather than obviates the 
necessity for analysing the conditions of firm-equilibrium as 
such. 

Since Marshall’s time the analysis of the equilibrium of the 
firm has been carried to a much higher stage of refinement. In 
one respect, however, later constructions suffer from the same 
deficiency as Marshall’s. They also assume cost-conditions for 
the individual firms which fit in with the postulates made about 
equilibrium rather than prove how the cost functions of individual 
sources of supply make possible, under a given system of prices, 
a determinate equilibrium for the industry. Explicitly or 
implicitly, the equilibrium of the “firm” is -made ~dependent 
upon the equilibrium of the ‘industry ” rather than the other 
wayround.? And although, in this particular branch of economics, 
attention has more and more concentrated upon the equilibrium 
of the individual firm,’ it has never been called into question, so 
far as the present writer is aware, whether the assumption of a 
determinate cost-schedule (upon which the whole theory of 
supply rests) can be derived from the premises upon which 
static analysis, in general, is based. It is the purpose of the 
present paper to show that the conception of such a determinate 


1 Op. cit., p. 393. 

2 Cf. especially the definition of the “‘ equilibrium firm ” by Professor Pigou : 
‘© . . whenever the industry as a whole is in equilibrium in the sense that it 
is producing a regular output y in response to a normal supply price p, [it] will 
itself also be individually in equilibrium with a regular output x, ”’ (Economics 
of Welfare, 3rd ed., p. 788). Professor Pigou does not, however, make clear 
whether (a) the conception of the “ equilibrium of the industry” necessarily 
involves the conception of the ‘ equilibrium firm ”’ (he merely says that ‘ the 
conditions of the industry are compatible with the existence of such a firm ”’), 
and (b) whether the existence of an “ equilibrium firm ” is a sufficient condition 
for the equilibrium of the industry. In our view, the conception of an “ equi- 
librium of the industry ” has no meaning except as the simultaneous equilibrium 
of a number of firms; and consequently the conditions of the latter must be 
analysed before the concept of the ‘ equilibrium of the industry’ and the 
categories of industries of increasing, constant and diminishing supply-price can 
be established. 

3 Cf. especially the writings of Professor Pigou, Mr. Shove, Mr. Harrod, 
Mr. and Mrs. Robinson in England, Professor Viner, Professor Yntema, and Pro- 
fessor Chamberlin in the United States, Dr. Schneider and Dr. von Stackelberg 
in Germany, Professor Amoroso in Italy. 
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cost-function, obvious and elementary as it may seem, involves 
unforeseen difficulties as soon as an attempt is made to analyse 
the factors which actually determine it. 

3. We propose to start in a roundabout way, by postulating 
at first the two assumptions on which the Marshallian supply- 
curve is based: namely, perfect competition 1 and the existence 
of a definite functional relationship between the costs incurred 
and the amount produced by the individual firm; ? and then to 
examine whether it is possible to find a form for this cost-function 
which will make these two assumptions compatible with each 
other. We shall see that an analysis of the factors which deter- 
mine the form of this cost-curve will lead us to doubt the legiti- 
macy of the concept itself. We shall also see later on that our 
results retain some interest even after the assumption of perfect 
competition is dropped. 

As is well known, the requirement of the firm’s cost-curve 
under perfect competition is that it must slope upwards after a 
certain amount is produced *—an amount which is small enough 
to leave a sufficiently large number of firms in the field (for any 
given total output of the industry) for the conditions of perfect 
competition to be preserved. For the short-run analysis this 
presents no difficulties. In the short-run (by definition) the 
supply of some factors is assumed to be fixed, and as the price 
of the other (freely variable) factors is given, costs per unit * 
must necessarily rise after a certain point.® (This follows simply 


1 If competition is imperfect, only the amount produced under given con- 
ditions of demand can be determined, but there is no definite relation between 
price and supply. Mrs. Joan Robinson employs the concept of the supply-curve 
even under conditions of imperfect competition (The Economics of Imperfect 
Competition, Ch. VI), but a perusal of her book shows that she merely retains 
the name of the latter for an analysis of the former. 

2 We ought to start, in an analysis of this sort, by attempting to define a 
“firm.” This, however, would render the treatment unnecessarily complicated, 
and as will be seen later on, a definition, sufficient for the purpose, emerges by 
itself in the course of the analysis (see below). 

3’ This was first pointed out by Cournot (Researches, p. 91). Marshall’s 
remarks in a footnote (Principles, 8th ed., p. 459) concerning Cournot’s alleged 
error on this point were wholly unjustified. I am indebted to Dr. J. R. Hicks 
for this point. 

4 Under “ costs” here and in the following we include only such payments 
for the factors which are necessary in order to retain those factors in their actual 
employment, at a given efficiency. The remuneration of “ fixed ”’ factors (i.e. 
factors which are rigidly attached to the firm) form, therefore, no part of costs. 
(Fixity of supply implies both (a) that the factor is available to the firm irre- 
spective of its remuneration, and (b) that its efficiency is not a function of its 
remuneration.) 

5 They must also necessarily fall up to a certain point if the fixed factors 
are also indivisible. Indivisibility and fixity of supply are, however, two entirely 
distinct properties which are frequently not kept apart, as both give rise to 
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from the assumption, frequently styled “the law of non-propor- 
tional returns,” that the degree of variability of the technical 
coefficients is less than infinite—which is just another way of 
saying that there are different kinds of factors.) But such a 
short-run curve will be hardly sufficient for our purpose. Unless 
we can assume that the “fixed factors” are fixed by Nature 
and not as a result of a previous act of choice (and it is hardly 
legitimate to make such an assumption in the case of an individual 
firm), we must again inquire why the “ fixed factors” came to 
be of such a magnitude as they actually are. The problem of 
equilibrium again presents itself. 

We must start, therefore, at the beginning, 7.e. the problem 
is essentially one of long-run equilibrium. All factors which the 
firm employs are therefore assumed to be freely variable in 
supply and all prices to be given. What will be the shape of the 
cost-curve ? Will costs per unit vary with output, and if so, how ? 

(i) If the assumption of complete divisibility of all factors is 
dropped we know that cost per unit, for some length at any 
rate, must necessarily fall. This is due to the fact that with 
increasing output more and more “ indivisibilities ’ (actual and 
potential) are overcome, i.e. either the efficiency of the actually 
employed factors increases or more efficient factors are employed 
whose employment was not remunerative at a smaller output. 
Given the state of knowledge, however, a point must be reached 
where all technical economies are realised and costs of production 
therefore reach a minimum. Beyond this point costs may rise 
over a certain range, but (if, in accordance with our assumptions, 
factors continue to be obtainable at constant prices) afterwards 
they must again fall until they once more reach their minimum at 


‘ fixed ’’ costs, i.e. costs which do not vary with output. But on our definition 
of costs, only the remuneration of indivisible factors whose supply is not fixed 
enters into costs; while indivisible factors of fixed supply, although no part of 
costs, influence costs (through changing the physical productivity of the other 
factors) in a manner in which factors of fixed supply which are not indivisible 
do not. (Factors of the latter category can only influence costs upwards, not 
downwards.) The relevance of this distinction in connection with the present 
paper will become clear later on (see § 7, p. 73 below). 

1 It appears methodologically convenient to treat all cases of large-scale 
economies under the heading “ indivisibility.”” This introduces a certain unity 
into analysis and makes possible at the same time a clarification of the relation- 
ship between the different kinds of economies. Even those cases of increasing 
returns where a more-than-proportionate increase in output occurs merely on 
account of an increase in the amounts of the factors used, without any change 
in the proportions of the factors, are due to indivisibilities; only in this case it 
is not so much the “ original factors,” but the specialised functions of those 
factors, which are indivisible. 
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the same level as before. The optimum point can then only be 
reached for certain outputs, but there is no reason why the 
successive optimum points should not be on the same level of 
average costs. Indivisibilities, causing rising costs over certain 
ranges, thus do not explain the limitation upon the size of the 
firm so long as all factors are freely variable and all prices are 
constant. 

(ii) It has been suggested, alternatively, that there are 
‘* external diseconomies ”’ under which (as pecuniary diseconomies 
are ruled out by definition) must be meant the limitation upon 
the supply of such factors as the firm does not directly employ 
but only indirectly uses. (Cf. Pareto’s example of the rising 
costs to transport agencies owing to traffic congestion.) But such 
external diseconomies (assuming that they exist) are again not 
sufficient for our purpose. By definition, they affect all firms 
equally,1 and therefore do not explain why the output of the 
individual firm remains relatively small (the number of firms 
in the industry relatively large), as they only give a reason why 
the costs of the industry should be rising, but not why the costs 
of the individual firm should be rising relatively to the costs of 
the industry. The diseconomies, therefore—in order that they 
should account for the limitation upon the size of the firm—must 
be internal. 

(iii) It follows clearly from these considerations that (as 
diminishing returns to all factors together are not conceivable) 
the technically optimum size of a productive combination cannot 
be determined if only the prices of the factors and the production- 
function of the commodity are known. Knowledge of these 
only enables us to determine the optimum proportions in which 
to combine the factors but not the optimum amounts of these 
factors. In order to determine, therefore, the optimum size of 
the combination it is necessary to assume that the supply of at 
least one of the factors figuring in the production-function 
should be fixed—in which case the ‘‘ optimum size” (or at any 
rate the maximum amount of the product which can be pro- 
duced at minimum costs) becomes determinate as a result of 
the operation of the law of non-proportional returns.” 


1 If external diseconomies affect different firms unequally, this merely 
explains why some firms should expand relatively to others, but not why their 
size should be limited. (Similarly to the case where different firms have different 
access to external economies.) 

2 It would be sufficient for the determination of the ‘‘ optimum size ”’ if one 
of the factors had a rising supply-curve to the firm. This, however, is not com- 
patible with the assumption of perfect competition. 
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Moreover, it is necessary that the factor whose supply is 
‘* fixed” for the firm should at the same time have a flexible 
supply for the ‘ industry ’—otherwise the industry would have 
to consist of one firm or at least a fixed number of firms. It is 
not the case, therefore, of a factor which is rent-yielding for an 
‘‘industry ” (a special kind of land, for example, which, though 
its supply for the industry is fixed, must have under the assump- 
tion of perfect competition a definite supply-price for the indi- 
vidual firm !), but rather the reverse: a factor which 7s rent- 
yielding (price-determined) for the firm but has a definite supply- 
price for the industry. In this case, therefore, the fixity of 
supply must arise, not from a natural limitation of the amount 
available, but from a special peculiarity of the firm’s production- 
function; that is to say, there must be a factor, of which the 
firm cannot have “two” units—just because only one unit can 
do the job. 

It has been suggested that there is such a “ fixed factor” 
for the individual firm even under long-run assumptions— 
namely, the factor alternatively termed ‘“‘management” or 
“entrepreneurship.” As it follows from the nature of the entre- 
preneurial function that a firm cannot have two entrepreneurs, 
and as the ability of any one entrepreneur is limited, the costs 
of the individual firm must be rising owing to the diminishing 
returns to the other factors when applied in increasing amounts 
to the same unit of entrepreneurial ability. The fact that the 
firm is a productive combination under a single unit of control 
explains, therefore, by itself why it cannot expand beyond a 
certain limit without encountering increasing costs. The rest 
of this paper will be taken up by a discussion of the problems 
arising out of this suggestion: what is meant by entrepreneur- 
ship as a factor of production? Is its supply really fixed in the 
long run? And finally, does it justify the construction of a 
determinate long-run cost-curve of the required form ? 

4. The term “entrepreneurship ” as a factor of production 
is somewhat ambiguous—or rather more than ambiguous, 
possessing as it does at least three distinct meanings. What is 
generally called the ‘‘ entrepreneurial function ” can be either (1) 
risk—or rather uncertainty-bearing; or (2) management, which 
consists of two things: (a) supervision, (b) co-ordination. The 
latter two are not generally kept separate, although, in the 
writer’s view, to distinguish between them is essential to an 
understanding of the problem. ‘‘Supervision”’ is necessary in 


the case of co-operative production (where several individuals 
F2 
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work together for a common result) in order to ensure that 
everybody should do the job expected of him—in other words, 
to see that contracts already entered into should, in fact, be 
carried out. ‘“‘ Co-ordination,” on the other hand, is that part 
of the managerial function which determines what sort of con- 
tracts should be entered into: which carries out the adjust- 
ments to the given constellation of “data.’”’ Which of these 
three functions can be considered as having a “ fixed supply ” 
in the long run ? 

The first of these functions—uncertainty-bearing—can be 
dismissed offhand, from our point of view. Because whatever 
measure of uncertainty-bearing it will ultimately be found most 
convenient to adopt—the theory of risks and expectations is as 
yet too undeveloped for us to talk about a “ unit ’’ of uncertainty- 
bearing—it is highly unlikely that it will be found to have a 
fixed supply for the individual firm. The mere fact that with 
the rise of joint-stock companies it was possible to spread the 
bearing of uncertainty over a great number of individuals and to 
raise capital for an individual firm far beyond the limits of an 
individual’s own possession, excludes that possibility. 

Nor is it likely that “‘ management ” possesses these unique 
characteristics—in so far as this term refers to the function of 
supervision. Supervising may require a special kind of ability, 
and it is probable that it is a relatively indivisible factor. It 
may not pay to employ a “foreman ”’ for less than fifty men 
and it may be most economic to employ one for every seventy- 
five; but is there any reason why it should not be possible to 
double output by doubling both, foremen and men? An army 
of supervisors may be just as efficient (provided it consists of 
men of equal ability) as one supervisor alone. 

This is not true, however, with regard to the co-ordinating 
factor : that essential part of the function of management which 
is concerned with the allocation of resources along the various 
lines of investment, with the adjustment of the productive con- 
cern to the continuous changes of economic data. You cannot 
increase the supply of co-ordinating ability available to an 
enterprise alongside an increase in the supply of other factors, 
as it is the essence of co-ordination that every single decision 
should be made on a comparison with all the other decisions 
already made or likely to be made; it must therefore pass 
through a single brain. This does not imply, of course, that the 
task of co-ordination must necessarily fall upon a single indi- 
vidual; in a modern business organisation it may be jointly under- 
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taken by a whole Board of Directors. But then it still remains 
true that all the members of that Board will, in all important 
decisions, have to keep all the alternatives in their minds—in 
regard to this most essential mental process there will be no 
division of labour between them—and that it will not be possible, 
at any rate beyond a certain point, to increase the supply of 
co-ordinating ability available to that enterprise merely by 
enlarging the Board of Directors.+* The efficiency of the 
supply of co-ordinating ability can be increased by the intro- 
duction of new technical devices, e.g. by a better system of 
accounting; but given the state of technical knowledge and 
given the co-ordinating ability represented by that enterprise, 
the amount of “‘ other factors ’’ which can be most advantageously 
employed by that enterprise will be limited, i.e. the supply of 
‘* co-ordinating ability ’’ for the individual firm is “‘ fixed.” 

It follows from these considerations that for theoretical 
purposes the most satisfactory definition of a firm is that of a 
‘‘ productive combination possessing a given unit of co-ordinating 
ability ” which marks it off from “ productive combinations ” 
(such as an “industry ”’) not possessing this distinguishing 
peculiarity. It is the one factor which in the long run is “ rigidly 
attached to the firm,” which, so to speak, lives and dies with it ; 
whose remuneration, therefore, is always price-determined.*}4 On 


1 The essential difference between supervising and co-ordinating ability is 
that in the case of the former, the principle of the division of labour works 
smoothly: each supervisor can limit his activities to a particular department, 
or a particular sub-department, and so forth. In the case of a Board of Co- 
ordinators, each member of that Board will have to go through the same mental 
processes, and the advantages of co-operation will consist solely in the checking 
and counter-checking of each other’s judgments. If the Board consists of men 
of equal ability, this will not materially improve the quality of their decisions ; 
while if the abilities of the different members are markedly unequal, the supply 
of co-ordinating ability could probably be enlarged by dismissing the Board and 
leaving the single most efficient individual in control. In practice, of course, 
a certain amount of co-ordinating activity will be undertaken by Departmental 
Managers alone in large businesses, but this will always refer to such ‘“‘ infra- 
marginal ’’ cases where the weighing of all alternatives is manifestly superfluous. 
Only such decisions, however, which affect the ‘‘ margins ”’ fall under the heading 
Co-ordination, properly defined. (Cf. Professor Knight’s distinction between the 
‘important decisions ’”’ always reserved for the entrepreneur, and the ‘‘ routine 
work”? of management. Risk, Uncertainty and Profit, Ch. X passim. For a 
fuller treatment of “‘ marginal” and “ infra-marginal ”’ acts of choice, cf. Rosen- 
stein-Rodan, art. ‘‘ Grenznutzen,” Handwérterbuch der Staatswissenschaften, 4th 
ed., Vol. IV, pp. 1198 ff.) 

2 Cf. the analysis on the problem of Co-ordination in E. A. G. Robinson, 
The Structure of Competitive Industry, pp. 44 ff. 

3 The case of the Salaried General Manager of modern joint-stock companies 
presents difficulties which the present writer by no means professes to have 
solved. Professor Knight (op. cit.) seems to take the extreme view that control 
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this definition, firms whose co-ordinating ability changes, while 
preserving their legal identity, would not remain the same firms ; 
but then all the theoretically relevant characteristics of a firm 
change with changes in co-ordinating ability. It might as well 
be treated, therefore, as a different firm. 

5. We have found, therefore, that the firm’s long-run cost- 
curve is determined by the fixity of supply of the co-ordinating 
ability represented by it. Further considerations, however, so 
far from lending support to the usual representation of this cost- 
function and the supply-function which is based upon it, lead 
to the conclusion that this very fact renders the cost-function 
of the individual firm indeterminate. For the function which 
lends uniqueness and determinateness to the firm—the ability 
to adjust, to co-ordinate—is an essentially dynamic function; it 
is only required so long as adjustments are required; and the 
extent to which it is required (which, as its supply is “ fixed,” 
governs the amount of other factors which can be most advan- 
tageously combined with it) depends on the frequency and the 
magnitude of the adjustments to be undertaken. It is essentially 
a feature not of “ equilibrium ” but of “ disequilibrium ”’; it is 
needed only so long as, and in so far as, the actual situation in 
which the firm finds itself deviates from the equilibrium situation. 
With every successive adjustment to a given constellation of 
data, the number of “co-ordinating ”’ tasks still remaining 
becomes less and the “ volume of business ” which a given unit 
of co-ordinating ability can most successfully manage becomes 
greater; until finally, in a full long-period equilibrium (in 


always rests with those who bear the ultimate risks; while the salaried managers 
are only concerned with “‘ routine work.’’ This is manifestly untrue in certain 
cases, if ‘‘ control” is to be interpreted as the ‘‘ making of important decisions.” 
Also, we have to take into account the possibility that the efficiency of a given 
unit of co-ordinating ability should vary with the amount of profits it receives 
—though just in the case of the entrepreneur this is very unlikely. In so far 
as it does, however, the supply of co-ordinating ability will be variable and the 
entrepreneur’s remuneration (or rather that proportion of it which is necessary 
to maintain him in a given degree of efficiency) will enter into costs. All these, 
however, though they put difficulties in the way of the definition we have chosen, 
do not affect the rest of the argument. 

4 Which does not imply, of course, that ‘‘ co-ordinating ability ”’ is rigidly 
attached to an industry—as a given unit of co-ordinating ability (and thus a 
‘* firm ’’) can always leave one industry and turn to another. Similarly, there 
are factors which are “‘ rigidly attached to the industry,” but not to the firm : 
specialised kinds of machinery, for example, which can only be used by the 
industry in question, but which a firm will not continue to employ if they yield 
a greater product in combination with a different unit of co-ordinating ability 
than they do for the firm which originally possesses them. 
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Marshall’s stationary state), the task of management is reduced 
to pure “supervision,” ‘‘ co-ordinating ability ’’ becomes a free 
good and the technically optimum size of the individual firm 
becomes infinite (or indeterminate). There is thus no deter- 
minate ideal or “equilibrium ” position which a firm is con- 
tinuously tending to approach, because every approximation to 
that situation also changes the ideal position to which it tends 
to approximate. It is not possible, therefore, to derive the 
firm’s cost-function from the economic data: namely, from a 
given system of prices and a given production-function : because 
the nature of that production-function, or, rather, the relative 
position which the factor “co-ordinating ability ” occupies in 
that production-function, is not given independently of equi- 
librium, but it is part of the problem of equilibrium itself.+ 

It is possible, of course, that if the frequency and the magni- 
tude of the adjustments to be undertaken remain the same (in 
other words, the degree to which economic data are changing 
per unit of time is constant), the theoretically optimum size of 
the individual firm might remain constant. But even if it were 
possible to formulate a kind of theory of static-dynamics where, 
having once found a suitable measure of ‘“‘ economic change ”’ 
(a kind of compound variable made up of the degree of variation 
of all the different data and weighted according to some arbitrary 
standard), the magnitude of the latter could be assumed to 
remain constant, the above conclusion by no means follows 
necessarily. For the “‘ optimum size ’’ would still be dependent 
upon the nature of the change and upon the degree to which 
adjustments to each given constellation of data can be made in 
a given time (in other words, the degree to which the path 
actually followed deviates from the “equilibrium path ” ?). 
Thus the mere introduction of dynamic change does not render 
the situation any more determinate than it was without it. It 
might mean, however, that in the actual world, the average size 
of individual firms will remain more or less the same because 
the inherent tendency of the size of the firm to expand will be 

1 Similar ideas are expressed by Professor Chamberlin concerning his curve 
of selling costs (The Theory of Monopolistic Competition, p. 137). Professor 
Chamberlin, however, does not draw the consequences which, in our view, follow 
from these in regard to his own analysis. 

* Only if all future changes, and the consequences of these changes, are 
completely foreseen by everybody, will the situation be different; but then it 
will be analogous to a continuous long-run equilibrium and co-ordinating ability 
will be unnecessary. For the conception of a dynamic equilibrium with com- 


plete foresight see Hicks, ‘‘ Gleichgewicht und Konjunktur,” Zeitschrift fiir 
Nationalékonomie, Vol. IV, No. 4. 
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continuously defeated by the spontaneous “ changes of data ” 
which check it. 

6. What conclusions follow, from a theoretical point of view, 
from these considerations? It follows, first, that under static 
assumptions 1 (i.e. a given constellation of economic data) there 
will be a continuous tendency for the size of the firm to grow 
and therefore long-period static equilibrium and perfect competition 
are incompatible assumptions. Even if conditions of perfect 
competition obtain in any given situation, that situation cannot 
become one of equilibrium so long as the conditions of perfect 
competition remain preserved. It follows, secondly, that the 
existing organisation of the economic system, the division of the 
productive organisation into a great number of independent 
units under a single control, is essentially one adapted to the 
existence of dynamic change and imperfect foresight; and 
therefore the institutional pattern borrowed from a dynamic 
world cannot readily be applied to a theoretical static society 
where every kind of dynamic change is absent. It follows, lastly, 
that all conceptions which are derived from the twin assumptions 
of a determinate static equilibrium and perfect competition 
(such as that of a determinate, ‘reversible’ supply-function) 
are open to the prima facie objection that they are derived from 
assumptions which are mutually inconsistent. In fact, the idea 
of a determinate equilibrium corresponding to each given con- 
stellation of “tastes ’’ and ‘‘ obstacles’ becomes questionable 
in a world where the existence of indivisibilities offers advantages 
for co-operative production.” 

1 The sole significance of static assumptions in this connection is that in 
this case the tendency to equilibrium is not dependent on the degree of fore- 
sight. All our conclusions also apply to a dynamic world with complete 
foresight. (Cf. also Knight, op. cit., p. 287: ‘‘To imagine that one man could 
adequately manage a business enterprise of indefinite size and complexity is 
to imagine a situation in which effective uncertainty is entirely absent.”’) 

2 It is at least questionable whether the same conclusions would hold in a 
world of “ perfect divisibility ’’ where all economies of scale are absent; and it 
is to be remembered that it was under this assumption that the conception of 
equilibrium of the Lausanne School was elaborated. We have seen that the 
extent to which “ co-ordination ”’ is needed, in any given situation, depends on 
the “ volume of business ”’ (i.e. the scale of operations of the individual producing 
unit); and in a world where the scale of operations offers no technical advantages, 
“* economies ”’ could be gained by reducing that scale further and further until 
the need for “ co-ordination ”’ (i.e. the need for a specialised function of control, 
of decision-making) was completely eliminated. (This is not to be interpreted 
as saying that each ‘infinitesimal ’’ unit would not have to co-ordinate its own 
activities—in the sense of ‘ equalising its alternatives on the margin ”—but 
these would be completely similar to the ‘‘ co-ordinating activities ’’ undertaken 


by each individual on the side of consumption. There would be no need for 
“ co-ordinators,” i.e. factors of production specialised in the function of co- 
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7. We started off by inquiring into the cause which makes 
the cost curve of the individual firm rise relatively to the costs 
of the industry and thus makes a determinate equilibrium under 
perfect competition possible. We came to the conclusion that 
there is no such thing. We now have to drop the assumption of 
perfect competition and assume, in accordance with the con- 
ditions in the real world, that a firm can, at any rate beyond a 
certain point, influence by its own action the prices of the goods 
it is buying and selling. The limitation upon the size of the firm 
no longer presents any problem. It is sufficiently accounted for 
by the supply and demand curves with which it is confronted. 
But the element of indeterminateness, which the isolating 
assumption of perfect competition enabled us to detect, still 
continues in force when the basic assumption is removed. In 
so far as the relative place of ‘‘ co-ordinating ability ”’ is still not 
given by the production-function, but depends on, and changes 
with, the relation of the actual situation to the equilibrium 
situation, it still remains true that the cost-curve of the individual 
firm, and consequently its position of equilibrium in relation to a 
given system of supply and demand curves, is indeterminate. 

On closer scrutiny, however, there appears a line of escape 
for those who believe that the position of equilibrium under 
imperfect competition is otherwise determinate. ‘‘ Co-ordinating 
ability’ may be regarded as a “ fixed’”’ factor, but it is not, 
or at least it need not be, regarded as an “ indivisible ” factor. 
Although it is not possible to increase the amount of factors 
applied to a unit of co-ordinating ability beyond a certain limit 
without loss of efficiency, there is no ground for assuming that 
there will be “increasing returns ” to the other factors if they 
are applied in less than a certain amount to a unit of co-ordinating 
ability.2_ A certain business manager may not be able to manage 
more than a certain volume of business, in a certain situation, 
with undiminished efficiency, but why should he not be able to 
manage less equally well? * Thus the indeterminateness in the 


ordination. It was with this idea in mind that we found it legitimate to assume 
earlier in this article [cf. p. 61, especially footnote 1] that in buying, individuals 
act alone and thus treat perfect competition on the demand side as a ‘“‘ datum.’’) 
In such a world, therefore, there would be no organisation of production into 
“firms,” or anything comparable to it; and ‘ perfect competition” would 
establish itself merely as a result of the ‘ free play of economic forces.” 

1 Cf. footnote 1 on p. 65 for the distinction between “fixed” and “ indivis- 
ible ” factors. 

2 There might be “increasing returns’? for other reasons (if the factors 
themselves are indivisible), but this does not concern us here. 

3 “ Co-ordinating ability ’’ can also be assumed to be an indivisible factor 
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amount of co-ordinating ability required per unit of product 
does not affect the downwards sloping portion of the cost-curve, 
it merely affects the upwards sloping portion. Now, under con- 
ditions of imperfect competition, only the downward-sloping 
section of the firm’s cost-curve is relevant from the point of 
view of the determination of equilibrium, as in equilibrium the 
firm’s average cost-curve must be falling.1 

On further consideration, however, this point turns out not 
to be very serious. The costs which, in equilibrium, must be 
falling are average total costs, including the remuneration of 
uncertainty and co-ordinating ability (including, therefore, all 
profits which cannot be eliminated by the forces of competition) ; 
it is not a condition of equilibrium that marginal costs or even 
average costs, in our definition of the term,” should be falling * 
while those sections of the cost-curve, where these are rising, 
will be indeterminate. Moreover, it is possible to argue that 
changes in the amount of co-ordinating ability required per unit 
of product will affect “normal profits”? in Mrs. Robinson’s 
definition 4 (i.e. the amount of profits necessary to induce new 
firms to come into the industry), and thus change the position 
of the demand-curves with which existing firms are confronted. 
In case this is true, not only the equilibrium amount produced 
by a given firm will be indeterminate, but also the number of 
firms in the industry, given the conditions of the demand for 
goods and the supply of factors. 

8. There remains, finally, to answer a more practical ques- 
tion: what is the effect of the elements of indeterminateness 
above analysed on the actual world? How can their influence 
be evaluated in terms of what some writers call “ the instability 
of capitalism’? And here we can conclude our investigation 
with a more reassuring note. 

In relatively ‘‘ quiet” times, i.e. in times when tastes and 


if the type of decisions which entrepreneurs have to make varies in accordance 
with the volume of business and if an individual entrepreneur is better fitted 
for the making of some kinds of decisions than other kinds. In case this assump- 
tion is preferred, the rest of the argument in the present paragraph becomes 
irrelevant. 

1 Cf. Chamberlin, The Theory of Monopolistic Competition, Ch. V, and Joan 
Robinson, The Economics of Imperfect Competition, Ch. VII. 

2 Cf. footnote 4, p. 64. The importance of choosing this definition lies in the 
fact that it draws attention to the purely tautological nature of the conclusions 
arrived at by including “‘ price-determined ” remunerations under the cost-items. 

3 On this point cf. Mr. Harrod’s note on “ Decreasing Costs”? (Economic 
JOURNAL, June 1933). 

4 The Economics of Imperfect Competition, p. 92. 
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the rate of saving are steady, technical innovations rare and 
changes in the population small, we may expect the actual size 
of “representative firms’”’ to expand. If the system is one in 
growth (i.e. if capital and population are increasing), this will 
probably take place without a diminution in the number of 
existing firms. It is in any case questionable how far this 
tendency for the individual firms to expand can actually lead 
to a diminution in the number of firms. Although if “ rela- 
tively static conditions” prevail long enough the number of 
firms existing must fall, and fall rapidly, it is very questionable 
whether in any actual case the process could be carried far. In 
the first place, the fall in the scarcity of co-ordinating ability 
represents, from the point of view of society as a whole, a reduc- 
tion in real costs. It implies an increase in the “ bundle of 
utilities ’ which can be produced out of a given amount of 
resources. It is quite possible, therefore, that the increase in 
the amount produced by the “representative firm ’’ should run 
part passu with an increase in the social product and should not 
necessitate any diminution of production elsewhere. In the 
second place (and this seems more important), the growth in the 
size of some firms, due to the fact that they periodically revise 
their ideas of their own cost-curves (which is what the change 
in co-ordinating ability comes to), throws new “ co-ordinating 
tasks ’ upon other firms (to whom this must appear as a “ change 
of data ”’), and even if it does not oblige them to reduce their 
output, at least it will check their growth. For this reason alone 
it is not to be expected that the process of expansion will be 
smooth and continuous, even under purely static conditions. 

The reverse is true in times of “ disquietude,’’ when changes 
of data become more frequent and more far-reaching. But while 
the tendency to expand in quiet times mainly acts in the “long 
run” through changing the supply of the long-period variable 
factors (because so long as plant, machinery, etc., are given, the 
tendency to expand is effectively blocked by the limitation upon 
the amount of other factors which can be combined with them 4), 
the tendency to contraction may affect short-period output, by 
raising the prime costs (marginal costs) curve. 

All this must in no way be construed as an attempt by the 


1 Save in the case where the long-period factors are divisible, i.e. consist of 
small units, and where, therefore, their supply can be expanded, though not 
contracted, within a short period. For example, in a factory which uses a great 
number of highly durable machines it is always possible to increase their number 
in a short period, but it may not be possible to diminish it until some of them 
wear out. 
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present writer to put forward yet another theory of the Trade 
Cycle. Although if all major causes of fluctuations were absent 
there would exist a certain range of fluctuations due to the 
causes above analysed, in the author’s view these are completely 
covered up in the real world by the more violent fluctuations 
which emanate from other causes—just as the ripples on the sea 
which emanate from the movement of ships (and which would 
make their effect felt over wide ranges if the sea were absolutely 
quiet) are fully absorbed by the more powerful waves which are 
due to the winds and the movements of the moon. When com- 
pared with the instabilities due to the monetary system, the 
rigidities of certain prices and the uncertainty of international 
trading conditions, the instability caused by the vagaries of the 
factor “ co-ordinating ability ’’ must appear insignificant. 
NicHoLas KaLpor 


London School of Economics. 
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THE AMOUNT OF MONEY AND THE BANKING SYSTEM 


THE object of this note is to illustrate the factors which deter- 
mine how much the amount of money will be affected in different 
types of banking system by given changes in that system. I 
have confined the inquiry to three types of banking system, but 
the method could easily be extended to cover other types. 
Finally, I have attempted, by means of statistical material taken 
from the MacMillan Report, to illustrate the results for the English 
banking system for the years 1925 to 1930. 


I 


1. The first banking system which I have considered is of the 
following type :—No gold coin is in circulation, and the Central 
Bank alone issues notes. The Central Bank keeps a certain 
proportion of its note issue and a certain proportion of its deposit 
liabilities to member banks covered by gold. Member banks 
keep a certain proportion of their deposit liabilities covered by 
reserves, 7.¢. by notes or by deposits with the Central Bank; 
and they also keep a certain proportion of their reserves in the 
form of deposits with the Central Bank. The amount of money 
is defined as the total deposit liabilities of the member banks + 
the amount of notes held by the public. The public keep a 
certain proportion of their money in the form of notes. 

Let G = the amount of gold, 

N = the total note issue, of which N, is held by member 
banks and N, by the public, 
B = the deposit liability of the Central Bank to the 
member banks, 
D = the deposit liabilities of the member banks, 
M = the amount of money, 
l = the proportion of its note issue, which the Central 
Bank covers with gold, 
m = the proportion of its deposit liability to member 
banks, which the Central Bank covers with gold, 
n = the proportion of their deposit liability, which 
member banks cover with reserves, 
p = the proportion of their reserves which member banks 
hold in the form of deposits with the Central Bank, 
and q = the proportion of their money, which the public 
holds in the form of notes. 


i 
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Then : 
G = + mB, 
N = Np, 
nD = N,+ B, 
B= P(N, + 8), 
M=N,+D, 
and = ql. 
It follows that 
G 
M = P 
ml — — pl — m)) +g 
Let : 


ml — — pl — 


2. If the Central Bank keeps the same proportion of its 
liabilities, whether they be notes issued or deposit liabilities, 
covered by gold, / will be equaltom. Letl=m=l'’. 

Then 
G 
+g — an) 

: 
Uin-+q—qn) 


It is interesting to note that p, the proportion of its reserves, 
which member banks hold in the form of deposits with the 
Central Bank, disappears from this equation. This is, of course, 
exactly what one would expect. If the member banks substitute 
deposits with the Central Bank for part of their holding of notes, 
this will have no further effect if the Central Bank keeps the 
same proportion of gold against notes and against deposit 
liabilities. It will only have further repercussions if these two 
proportions are different. 

3. Let us suppose that the Central Bank prints an amount 
of notes equal to its holding of gold + a given fiduciary issue, 
and maintains a given proportion between the notes so issued 
but not in circulation and its deposit liabilities to member banks. 
Let K =the fiduciary issue and k = the proportion between 
“notes in the banking department ” and Central Bank deposit 
liabilities to member banks. 


M (ii) 


Let 


Then 
G+kK 
M = 
nl — gd — pl +9 (ut) 
Let : ty. 


nl — — pil +9 
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In this case it is to be noticed that an alteration in p will 
affect M. This is naturally so, because now, if the member banks 
substitute notes for deposits with the Central Bank, this will 
affect the proportion k between the Central Bank’s notes in the 
banking department and its deposit liabilities. 

Up to this point it has been assumed that the member banks 
keep the same proportion o their deposit liabilities covered by 
reserves, whether these are “ time ” or “ sight” liabilities. This 
may not be the case. Let D, be the amount of current accounts 
and D, the amount of duaeiih accounts; let , be the proportion 
of current accounts covered by reserves and 7, the proportion 
of deposit accounts covered by reserves. Let r be the proportion 
of their deposits which the public keep on current account. 


Then D, = 1(D, + 
_ MD, + 
and ‘= D, + D; 
so that N = + — ~ 
II 


In order to determine how sensitive the amount of money is 
to given changes, it is necessary to differentiate equations (i), 
(ii) and (iii) in respect to all the possible variables. The results 
of this process are shown in Table I. 


[ 
i. 2. | 3. 
aM/dG ty ty 
dM Jdq — ni — pil — m))}t,M | 
dM nfl — — p+ = 
dM /dm — — gt, M 
M 
dM/dk — — 
aM /dp + n( 0 + — 9X1 — 


All the proportions are +” and lie between 1 and 0, and 1 
will always in fact be >m. It follows that the derivatives are 
all of the sign shown in the table. In the case of each of 
dn, dn’ dng dn 


the three types of banking system 


dM dM 
and (ny — Mg) 


8 THE ECONOMIC JOURNAL [MARCH 


. The third thing which I wish to do is to make some attempt 


to measure these quantities for England from the years 1925 to 
1930. 


TABLE II 

p= n= q= k= 

1925 | 145 | 382 | 26-7 | 71-3 | 1603 | 104} 278 | 0-405 | 0-109 | 0-148 | 0-32 | 0-374 | 0-576 
1926 | 149 | 375 | 27-6 | 68-4 | 1609 | 103 | 272 | 0-4 | 0-107 | 0-145 | 0-336 | 0-404 | 0-573 
1927 | 150 | 373 | 32-0 | 66-6 | 1657 | 105 | 268 | 0-388 | 0-103 | 0-139 | 0-341 | 0-481 | 0-562 
1928 | 163 | 372 | 46-9 | 65-7 | 1709 | 105 | 267 | 0-385 | 0-1 | 0-135 | 0-372 | 0-714 | 0-558 
1929 | 147 | 362 | 44-5 | 62-8 | 1738 | 104 | 258 | 0-377 | 0-096 | 0-129 | 0-346 | 0-709 | 0-541 
1930 | 155 | 358 | 56-7 | 64-9 | 1741 | 104 | 254 | 0-384 | 0-097 | 0-127 | 0-366 | 0-875 | 0-529 
Av. | 151-5] 370 | — | 66-6 | 1693 | — | 266-1| 0-389 | 0-102 | 0-137 | 0-347 | 0-592 | 0-556 


Table II gives the necessary information for these calculations. 
R measures “ notes in the banking department ”’ of the Bank of 
England. G,N, R, B, D, N, and N, are all measured in £ million. 
G, N, R and B are annual averages of the monthly averages of 
the columns headed respectively ‘Gold Coin and Bullion,” 
“Notes in Circulation,” ‘‘ Notes in Banking Department ” and 
“Other Deposits: Bankers” in the MacMillan Report, pp. 
302-3. D and N, are taken from the columns headed “ Total 
Deposits ’’ and ‘‘ Cash in Hand” in Table 3 on p. 296 of the 
MacMillan Report. 7 is taken from the column headed ‘ Propor- 
tion of Current Accounts to Total” on p. 37 of the MacMillan 
Report. 

It is to be observed that the proportions p, n, q, I’ and r are 
all fairly stable, while the proportion k shows a very large change 
over these years. This is largely, no doubt, to be explained by 
the changes made by the Currency and Bank Notes Act of 1928. 
But even between the years 1929 and 1930 there is a large 
fluctuation in k. On the other hand, /’ is fairly stable. This 
suggests that while formally the English banking system is of our 
third type, in fact it is more similar to the second type examined 
above. 

In order to see how much more or less sensitive our banking 
system would become to given changes in its structure, it is useful 
to assume certain values for n,, 2,/ and m. Let us suppose, as 
has often been suggested, that the joint-stock banks hold a smaller 
proportion of reserves against deposit accounts and a larger 
proportion against current accounts. Let us suppose further 
that the proportion to be kept against deposit accounts is 3 per 
cent. and that the proportion to be kept against current accounts 
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is chosen in such a way that for the average of the years 1925 
to 1930 the same proportion between reserves and total deposits 
would have been maintained. Then, since n = ng + r(n; — ng), 
we have 

= -03 + -556(n, — -03), 
or n, = 

Similarly, let us suppose that the Bank of England had main- 
tained a proportion of 37-5 per cent. of its notes backed by gold, 
and that it had chosen to back such a proportion of its deposit 
liabilities by gold as would have enabled it to maintain the same 
note circulation and deposit liabilities to bankers as it did maintain 
from 1925 to 1930. Then we have 

IN+ mB =I'(N + B) 
*375 X 370 + m66-6 = -347(370 + 66-6), 
or m = +196. 


In Table III these proportions are used to calculate values for 
Table I. 


TABLE III 
ams) am | am | | am | aw | am | aw | aw | am | aa, 
dG an aq a am a dk’ | dp | dn, an, @r 
1/128 |—3-37M|—44M |—2-44M|—-438M *203M |—1-:88M |—1:5M |—-438M 
2/128 |—3-84M |—3-99M —2-88M 0 —2°13M |—1-71M |—-5M 
3 4-74 |—3-44M |—4:°33M —'163M | -171M |—1-91M |—1-53M |—-447M 


1 The three figures in this column represent ¢,, ¢, and f,, and are calculated by means of the propor- 


tions given in Table II from equations (i), (ii) and (iii). ¢, and ¢,= a They should, therefore, be 

M N,+D 
equal to eat, which is equal to 12-9, calculated directly from Table I. ¢t, = G+ Kk ~ G+ 260 
since XK is the Fiduciary Issue. rei oa kK calculated directly from Table I = 4:72. These calculations 
provide a check on some of the work. I suspect, however, that the correspondence between the two 
methods of calculating ¢, is largely accidental, since the Fiduciary Issue (i.e. the notes in circulation + 
notes in the banking department — the amount of gold held by the Bank of England) was not fixed at 
£260 until 1928. I have used the figures for ¢,, ¢, and ¢, given in Table III for the purpose of calculating 
the other figures in Table III. 


There are certain comments to be made on this table. All 


the figures in line 1 and all those in the columns headed _ & 
n,’ dng 


and = are in a sense arbitrary and fictitious: they represent 


the sensitiveness of the amount of money to given changes, in the 
first place on the assumption that during the years 1925-30 the 
Bank of England had maintained certain arbitrarily chosen 
proportions between gold and notes issued and between gold and 
deposit liabilities, and in the second case on the assumption that 
the joint-stock banks maintained certain arbitrarily chosen 
proportions between current accounts and reserves and between 
No. 172.—VvoL. XLIv. G 
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deposit accounts and reserves. Thus in fact, since there is no 
difference between these proportions and n, = 7g, 
These figures should be taken, therefore, to represent what would 
have happened if the English banking system had been different 
in certain ways from what it was in the years 1925-30. 

Secondly, all of the figures in Table IIT are, of course, calculated 
on the assumption that one factor is altered and that all the other 
factors are independent and constant. In many cases it is 
permissible to assume that the proportions are independent of 
one another; if the joint-stock banks decide to maintain a larger 
proportion of reserves to deposits, this is not likely to affect the 
proportion of notes held by the public to their total holding of 
money. But there are two important cases in which inde- 
pendence cannot be assumed. In the first place, a change 
in the amount of money may cause a change in prices or 
money incomes.! If a country is part of an international system, 
this in turn will probably affect its gold reserves. Thus a change 
in any of the proportions would probably affect G if the exchanges 
were fixed. For this reason the figures in Table III must not 
be interpreted as measuring the change in the amount of money, 
which would, in fact, have followed a given change in one of the 
proportions during the years 1925-30; but rather they are simply 
measures of the sensitiveness of the English banking system during 
those years (i.e. measures of what would have occurred if every- 
thing else had remained the same). In the second place, if the 
Central Bank is taking a conscious control of the monetary 
position—as it quite properly should do—it may not maintain 
l, m, U’ or k& constant, but may consciously vary them to offset 
changes in the other factors. It is necessary, however, to assume 
that certain proportions—l and m, or lI’ or k, for instance—are 
kept constant by the Central Bank in order to be able to calculate 
the figures of Table III at all. Thus all the figures in all the 
columns—except in those headed and —are 
calculated on the assumption that the Bank of England was 
maintaining certain proportions constant. As I have said above, 
l’ was much more constant than k& during the years 1925-30, 
while / and m are purely fictitious quantities. Thus line 2 is 
probably the best measure for the actual position in England 
during those years. 


1 Tt is not my purpose in this note to discuss at all whether this must be so, 
or in what way the change is caused. 
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Thirdly, it is interesting to make certain comments on the 
figures. First, it is clear that whichever type of banking system 
England had adopted, the sensitiveness of the system to given 
changes would not have been very different in most cases. In 
the case, however, of a change in the amount of gold, with the 
first or second type of system the change in the amount of money 
would have been about thirteen times, while with the third type 
of system it would have been only about five times the change 
in the amount of gold. Secondly, the introduction of different 
percentages of reserves against deposit or current accounts 
would not, with the arbitrary chosen figures of 3 per cent. against 
deposit and 16 per cent. against current accounts, have made the 
banking system very sensitive to changes in the proportion of 
deposits held on current or deposit accounts. Thus, if during 
those years persons had elected to hold 56-6 per cent. instead of 
55-6 per cent. of their deposits on current account, the amount 
of money would have been decreased by about one half of one 
per cent. Thirdly, it is interesting to observe -how sensitive the 
amount of money is to changes in gq, the proportion of their 
money, which the public hold in the form of notes. Mr. Hawtrey 
has argued that a boom is stopped and a depression starts largely 
because g increases as wages rise and a larger proportion of the 
national dividend goes to those classes who hold a large proportion 
of their money in the form of currency. Table III shows that 
if g had increased from 13-7 per cent. to 14-7 per cent., the total 
amount of money would have decreased by about 4 per cent. 
However, in order to test the importance of Mr. Hawtrey’s theory 
it is necessary to show not only how sensitive the amount of 
money is to changes in q, but also that q increases in the later 
phases of a boom. Table II shows that q was falling steadily 
in England from 1925 to 1930. But this period was a peculiar 
one in England, and to test the theory it would be interesting 


to calculate “i and movements in g for other countries and for 


other times, in which the phases of the trade cycle were more 
typical. J. KE. 


a2 


LABOUR MOBILITY IN THE STEEL INDUSTRY 


Tue scene of this investigation is mainly around Penistone 
(population 3,264—1931 Census) and Thurlstone (population 
2,640—1931 Census), two villages on the Yorkshire flanks of the 
Pennines. Together they form a small township—for administra- 
tive purposes two urban district councils—which, before 1931, 
were almost entirely dependent on a single steel works built 
by Cammell’s and retained and developed by the Company as 
it passed through its various post-war changes until the formation 
of the English Steel Corporation led to the closing down of the 
works in the general scheme of reorganisation. 

The proximity of Sheffield had prevented the growth of sub- 
sidiary firms at Penistone, for the needs of the main industry were 
adequately served by purchases from the specialist firms in the 
main centre. The textile industry—wool in Denby Dale, five 
miles to the North; cotton in Glossop, just over the Pennines— 
had not touched the town. One or two other minor concerns 
have arisen, but altogether these employ less than 200 men. 
None of them is an “ expanding industry.”’ The coalfield near 
the town is worked out, the nearest pit of any size being several 
miles away. The land around is bleak and in the main unfit 
for arable cultivation. Large tracts support only mountain sheep. 
Tenant farmers work the land, often unaided and in very few 
cases with other than family help. With the substitution of 
mechanical haulage for ponies in the South Yorkshire collieries, 
the market for the produce from what little arable land is possible 
disappeared, and much of this land has therefore been laid 
down to grass. In view of these factors, it is clear that when the 
steel works closed in February 1930, there were many men thrown 
out of work for whom absorption into local industry was impossible. 

The wages books of the Penistone works for the month of 
January 1930 were examined, and the name, address and occupa- 
tion of every fifth man extracted.1_ This gave a sample of 187. 
Most of these men were then interviewed and particulars of the 
activities and circumstances of each, since the closure of the 
works, entered on a card. Eleven, or 5-9 per cent., of the men 


1 T am grateful to the Secretary of the English Steel Corporation for permis- 
sion and facilities to examine and take extracts from these books. 
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originally selected have died since leaving the firm, and are 
excluded from all figures and discussion following. Only fifteen 
of those remaining have not been interviewed, but from friends 
and neighbours sufficient corroborated particulars have been 
obtained to justify inclusion in the survey. 

The following table showing the sample graded according to 
age groups indicates that an abnormal proportion of men were 
in the upper age groups. To some extent this is due to the isolated 
position of the town, men once having moved in would tend to 
hang on to their jobs more tenaciously than if they could obtain 
similar work near by. 


TABLE la 


All Men in Penistone area.1 By Age Groups. (Ages 
when works closed, Feb. 1930.) 


Under | 95-35. | 35-45. | 45-55. | 55-65. | Total. 

Absolute numbers . 26 40 30 34 ~19 ~5 154 
% Proportion in each 

agegroup . .| 16-9 26 195 | 221 | 124 | 33 100 


1 J.e. excluding men from Sheffield, Glossop and Barnsley regions. 


TABLE Ib 


As above, but excluding employed at time of Inquiry. 
(Ages in 1930.) 


Under | 95 35, | 35-45. | 45-55. | 55-65. | Total. 
Absolute numbers . 10 21 16 27 18 5 97 
% Proportion in each 
age group . . 10-3 21-6 16-5 27:8 18-5 5-2 100 


If, asis often contended, the persons most difficult to move are 
the older and married men, the Penistone area is likely to prove 
an extremely intractable proposition, for not only were 55 per 
cent. of the men in the sample over 45 years of age, 75 per cent. 
over 35, and 92 per cent. over 25 at the time of inquiry, May 1933, 
but only 10 per cent. of those over 25 were unmarried and had no 
family to support. This statement (from prima-facie evidence) 
of the immobility of the labour at. Penistone is borne out to a 
considerable extent by the detailed study which follows, but there 
is much more movement, apart from that due to the Industrial 
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Transference Scheme, than one would expect. One very important 
instance is the trek to retail shopkeeping and Insurance work by 
the better paid of the skilled men due to a desire (often the main 
aim in life of a worker) to be independent. The sudden closing 
of the works forced them to take the plunge which otherwise 
they might have postponed indefinitely. Almost entirely the 
rest of the movement which has taken place is accounted for by 
men who have obtained work or have gone on the chance of 
obtaining work through the influence of friends or relatives. 
With the exception of a few employed at Vickers’ for a short 
time soon after the Penistone works closed and a group set on to 
form a third shift (since abandoned) at a Stocksbridge steel 
works, not more than half a dozen of the Penistone sample have 
obtained a job that has lasted longer than a year other than 
through the Labour Exchange, unless they have been able to 
obtain a recommendation from someone employed at the place 
where they are seeking work. 

Only nine people state that they have had a better job since 
leaving Cammell’s than before, and of these, only six are still 
employed at it. Three are insurance agents, one a blacksmith, 
another stoking at a gas works, and one, who is working for a 
local authority, states that though he is financially much worse 
off, his work is more pleasant, which more than compensates 
him for his monetary loss. The other men insist that they are 
worse off even neglecting the extra cost and fatigue of travelling. 
This is endorsed by all but one of the Sheffield men, who are 
emphatic that they were better off at Penistone, travelling the 
32 miles each day, than they have ever been since, even when 
employed at their old trades within the city boundaries. When 
due allowance is made for the rosy spectacles provided by the 
lapse of time, there is little doubt that most of the men have 
suffered a severe degradation in their standard of life. 

It has been considered useful to separate from the rest the 
men in the sample who live outside the Penistone area, in the 
populous industrial regions of Sheffield, Glossop and Barnsley, 
in order to compare their position with that of the main body 
living in the isolated Penistone iocality. Of four Glossop men 
visited, two were in work; one had voluntarily left a job to take 

1 This is not a suggestion that all jobs are obtained by graft, but merely that 
work is so scarce that practically every foreman or manager who has a vacancy 
knows at least one person who is competent enough to fill it, and that he will 
naturally employ a person he knows and trusts rather than a complete stranger. 


Even where this is not so, there is bound to be a worker on the place, whether 
consulted or not, who will certainly “ put in a word ”’ for a friend. 
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charge of an inn, and the other—an older man—had not worked at 
all. At Barnsley the sample of eight showed that three had had 
practically full-time employment, two had done a little work, 
and only three had been unemployed the whole time. The 
Sheffield group had suffered more severely. Of ten interviewed, 
only three—two of whom were electricians—were working. One 
of the electricians had worked at one job practically the whole 
three years, but the other two-men working had been unemployed 
one year out of the three. The other Sheffield man had worked 
15 months for the City Corporation, but none other had been 
employed for more than six months altogether, and four had not 
worked at all. It would be unsafe to draw comparisons between 
the men in these different towns, because the sample is numerically 
so small, but they may well be grouped, for they have many things 
in common, especially as the major industry in each area, though 
different, is equally depressed. 

In order to relieve the effects of unemployment, two road 
schemes were started in the Penistone area, and many married 
men were given a period of work on road-building. In many 
cases this is the only work the men have had during the three 
years since the works closed, while not all have had this oppor- 
tunity. Single men were ineligible, though some of these were 
sent under the Industrial Transference Schemes to road and other 
public works in other parts of the country. 

Among those who have had no work, the older men pre- 
dominate. In both areas those over 55 when the works closed 
represent more than half. This is what one would expect in 
the Sheffield-Glossop-Barnsley group, where the jobs that 
have been available have been secured by competition in the 
ordinary way, but in the Penistone group it is more readily 
explained by the policy of the local authorities. Older men with 
grown-up families, those with pensions, widowers and old bachelors, 
have been passed by when men were selected for road work. 
The schemes have been promoted to relieve distress and not 
to prevent deterioration. 

There were other jobs of a temporary nature available— 
dismantling work at the plant and certain work for the local 
authorities, such as excavating for drains and reservoirs, which 
would not have been undertaken, or would have been done by 
a fewer number of professionals working continuously, had not 
the works closed. The following Table II shows the number and 
ages of men affected by this type of work and having had no 
other employment except on road schemes. The figures include 
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men employed on road schemes and show, therefore, all men 
who have had no other than temporary employment provided 
by the firms dismantling and by the public authorities. If read 
in conjunction with Table I the figures of Table II bring out 
clearly the extent to which men over 55 have been neglected by 
the authorities and the main effort concentrated on men between 
25 and 50 who were, in fact, those with the heaviest family 
responsibilities. 


TABLE II 


No. of Men employed dismantling, on Road Schemes and on 
Temporary Work for Local Authorities. By Age Groups. Penistone 
Area only. All Schemes. 


Men who have had no other All who have worked on any of 
employment. above jobs. 
— % of % of % of % of % of % of 
works those all in all in those all in all in 
closed. | Nos.| inthis | each Peni- || Nos.| inthis | each Peni- 
cate- age stone cate- age stone 
gory. | group. | sample. gory. | group. | sample. 
Under 25 6 11-5 23-1 3-9 9 11-5 34:6 6-0 
25-35 16 30-8 40-0 10-4 25 32-1 62-5 16-2 
35-45 . | 11 21-2 36-7 7-1 18 23-1 60-0 11-7 
45-55 .| 14 26-9 41-2 3-2 20 25-6 58-8 13-0 
55-65. 5 9-6 26-3 9-1 6 7-7 31-6 3-9 
65 and 
Total. | 52 100-0 33-7 33-7 718 100-0 50-8 50-8 


The duration of the spells of employment on the road schemes 
varied considerably, but as this was not a function of age but of 
need, together with a dash of chance (for men in apparently 
similar circumstances had widely different periods of road work), 
ages have been ignored in the following Table III. This sets out 
the lengths of time individuals were employed on road jobs, 
dismantling or temporary “Council work.’’ Men are classed 
according to the total length of time they have spent at any or 
all of these types of work. 

Altogether one-third of the men in the Penistone group of the 
sample at some time or other since 1930 were employed on a road 
scheme. As might be expected, whereas practically every man 
employed on the local schemes worked less than one year at this 
occupation, two-thirds of the single men who were transferred 
had employment lasting longer than twelve months. Three of 
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TABLE III 


Length of time individual Men were employed on Road Schemes, 
dismantling, Temporary Council Work. Men from Penistone Area 
only. All Men so employed. 


9 
Time (months). Numbers. 
Under 1 2-6 1:3 
lto3 10 12-8 6-5 
3 to 6 15 19-2 9-7 
6 to 9 18 23-1 11-7 
9 to 12 F 13 16-7 8-4 
12 and over . 20 25-6 13-0 
Total 78 100-0 50-8 


these have not yet returned home, but none has secured a 
permanent job. If one takes 35 as the upper age limit for 
“transferability ”’ on road schemes (and all those who were 
transferred were well below this), there were only seven others 
who were single, within the age limit, who had had more than 
six months’ unemployment and could therefore be regarded as 
potentially transferable in this sense. If the sample results are a 
true indication of the position, over 60 per cent. of those conform- 
ing to this definition of ‘‘ transferable’ have been sent out of 
the district, though most of these have since returned. The 
single young men have suffered least unemployment of all the 
groups, as the following table shows. 


TaBLE IV 
Period of Unemployment of each Man. By Marital and 


Age Groups. Penistone Area only. All Men. 
No. of men unemployed. . 
Period of Stated amounts. % of all in age group. 
Unemploy- 
(months). — All over All over 
under 35. | under 35. 35. under 35. | under 35. 35. 
Under 1 4 2 3 15- 5-0 3-4 
lto3 2 3 5 77 75 5:7 
3 to 6 = 3 7-5 
6 to 9 3 2 1 11-6 5-0 1-1 
9 to 12 2 1 | 2-5 
12 to 24 6 12 9 23-1 30-0 10-23 
24 and over 9 17 70 34-7 42-5 79-5 
Total 26 40 88 100 100 100 
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TABLE V. 


Amount of Unemployment experienced by each Man 
at Present Working. 


Penistone Area. Sheffield, etc. Area. 
Amount of 
unemployment 
(months). No. of men. — No. of men. egg 

Under 3 . ‘ 19 33-4 4 40 
3 to 6 4 7-0 
6tol2 . 8 14-0 2 20 
12 to 24 ; - 20 35-1 2 20 
24 and over M 6 10-5 2 20 

Total 57 100 10 100 


The majority of the men, especially the married ones, in the 
lower age groups at present holding permanent positions obtained 
work soon after the steel plant closed down. The temporary 
jobs, which are responsible for the bunching of the men in the 
12-24 months unemployment category of the Penistone section 
of Table V, are almost entirely dismantling, road work and part- 
time work, such as delivering advertisement news sheets and 
helping in chip shops. The single men have managed to secure 
jobs since the depression of 1931 to a much greater extent than 
have the married men of the same ages. This is not so to the 
same extent in the Sheffield, etc. area, a difference which may be 
due to the greater facilities offered by these districts. There is 
definite evidence that one of the factors promoting the employ- 
ment of single men is the inability of married men to accept the 
wages offered, for those paid to some of the young men would not 
support a man and his wife. This is especially true of temporary 
work out of the district. To obtain this work, single men have 
taken lodgings, a procedure which would prove an intolerable 
burden to the married man faced with the necessity of maintaining 
his home and family as well as paying “ board and lodgings ”’ 
elsewhere on the low wages the men in the sample have been 
able to secure. At least two married men in the sample found 
such a position insupportable and had to relinquish their jobs. 
For this reason married men who have secured work which 
showed signs of permanency have left the district or travelled 
between their homes and work—a practice which sometimes 
means they are away from home twelve hours each day. Most 
of the permanent jobs secured by married men still resident in 
the Penistone area have been in the steel works of Stocksbridge, 
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five miles away, or in various industries in the Huddersfield area, 
eight miles away—both of which permit the men to return to 
their homes in the evening. In spite of this more than half the 
men still living in the Penistone area and at present working, travel 
under five miles daily to and from work, due mainly to the large 
proportion of the men at work which is engaged in dismantling 
the steel works, and by the tendency of men who obtain work 
out of the district to move their homes. As about two-thirds of 
the jobs in the Penistone area are temporary (all but three of the 
26 outside the area are permanent), the permanent jobs within 


TaBLE VI 


Industries into which Men working out of the District have gone. 
Penistone Sample only. All Men working more than five miles 
from Penistone. 


% of men out of district in each 
industry.to all: 
Industry. No. of men 
employed. 
So Employed 
employed. | in sample. | sample. 
Minin, : 2 _ fis 5-1 3-5 1-3 
Bricks, Pottery . 3 77 5:3 2-0 
Chemicals 1 1:8 “7 
Tron and Steel . 13 33-3 22-9 9-1 
Textiles 2 5-1 35 1:3 
Building . 1 2-6 1:8 “7 
Retail Trade 8 20-6 14-0 5-2 
Insurance . 4 10-3 7-0 2-6 
Road Repairs 1 2-6 1:8 “7 
Others. ; 1 2-6 18 
Road Schemes . 3 77 5:3 2-0 
All Industries 39 100 68:7 26-3 


a circle of five miles radius round the works are relatively unimport- 
ant and most of the men who have settled jobs work out of the 
district. More than half of them live outside, too. Table VI 
shows the industries in which those members of the Penistone 
sample who have left the district, and those who have jobs more 
than five miles from the site of the steel works and travel daily, 
are working. 

Another quite natural movement has been the drift to smaller 
houses to save expenses. Indeed, out of 150 families interviewed, 
ten had moved for this reason. Similarly, men who have been 
unemployed for some time in other depressed areas have begun 
to share their homes with others in a similar plight, but this 
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movement is absent from Penistone owing to the plentiful supply 
of cheap houses. 

Men who have been fortunate enough to remain in work 
have moved into better type of houses now in much less demand. 
There has also been some movement of men (4 per cent. of the 
sample) to bungalows and small farms on the outskirts of the 
villages where they hoped to eke out the dole with a little revenue 
from poultry farming and gardening—a hope rudely shattered 
by the imposition of the means test. 

The two following tables, VII and VIII, give particulars 
of the industries and occupations in which the late steel workers 


VII 
Men at present occupied. By Industries. 


Grouping according to residence when works closed. 


Both 
Penistone Area. we. Areas 
together 
Industry. 
% of | % of % of | % of 

No.of| ‘all | ‘all || No. of % of 

men. | men at|men men. |menin|menin| total 

work, | area. work. | area, | 82™mple 
Mining . 32 3-5 1:3 1-1 
Bricks, Pottery 3 5:3 2-0 1-7 
Chemicals 2 3°5 1:3 — — 1-1 
Tron and Steel 15 26-4 9-7 2 20 9-1 9-7 
Textiles ‘ 2 1:3 1-1 
Leather and Paper . — _ — 2 20 9-1 1-1 
Building 7-0 2-6 1 10 4:5 2-8 
Gas and Water 3 5:3 2-0 — —_ — 1:7 
Road Repairing 5 8-7 3-3 2 20 9-1 40 
Railway 1 1:8 “7 6 
Retail Trading 8 14-0 5-2 2 20 9-1 57 
Insurance 5 8-7 3:3 2:8 
Other — — — 1 10 4-5 6 
Dismantling . 12:3 4-6 4-0 

All Industries 57 100 37 10 100 45:5 38 


are at present employed. If the dismantling and road schemes 
are omitted, the spells of temporary and other employment 
the men have worked since the works closed have been distributed 
among the industries and occupations in almost the same pro- 
portions as the numbers in these tables. 

As would be expected, the iron and steel industry claims 
most of the men at present employed, but as the majority of the 
occupations secured in this industry are of a labouring character, 
the considerable skill of the men is running to waste. The skilled 
craftsmen in occupations common to many industries have been 
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more fortunate, especially the fitters, electricians and smiths. 
Indeed, all the men in the sample skilled in these trades and under 
60, except one electrician who is driving a petrol locomotive, 
have obtained employment at their own trade, but in different 
industries for the most part. The crane-drivers, too, have had 
more than the average amount of employment and have had 
most of it at their own occupation. This is due mainly to the 
character of the dismantling,.work which, ironically, calls for 
identical skill and effort, in some cases on the same engines as 


VIII 
Men at present occupied. By Occupations. 


Grouping according to residence when works closed. 


Both 
Penistone Area. — ete. Areas 
together. 
Occupation. % of | % of % of | %0 f 
0 
No.of} ‘all | ‘all ||No.of| ‘all “| ‘all %0f 
men. | men at| menin|} men. | men at | men in total 
work. | area. work. | area, | S@mple. 
Furnacemen . 2 1:3 — — — 1-1 
Smiths . 2 3:5 1:3 — — —_— 1:7 
Fitters . 5 8-7 3:5 1 10 4:5 3:4 
Platelayers 1 1:8 ‘7 6 
Electricians 1 1:8 7 2 20 9-1 1-7 
Bricklayers 1 1:8 ‘7 — 6 
Gas Stokers 2 3:5 1:3 — — 1-1 
Loco and Crane 
Drivers 3 7 12:3 4:6 — — — 4-0 
Insurance Agents 5 8-7 3-5 — 2:8 
Shop- and Inn- 
keepers. 8 14-0 5:3 21 20 9-1 56 
Labourers 21 36-8 13-7 5 50 22-6 14:8 
Others 2 3:5 1:3 — — — 1-1 
All occupations | 57 | 100 37 10 100 45-5 38 


1 Includes one shop assistant. 


these men displayed before the works closed. One man only 
has learned a new trade—pipe-moulding—taught by the firm 
for which his father also works. The cosmopolitan occupation 
of labouring has embraced over one-third of the men and, together 
with shop- and inn-keeping, accounts for more than all other 
occupations put together. Insurance collectors are prominent, 
too, but only among the men from the Penistone area who have 
bought books in more prosperous areas. The owner shop-keepers 
and inn-keepers, except one in Glossop, have left their home 
district and launched out elsewhere. Table IX shows the 
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unemployment position when the survey was completed and at 
corresponding times in previous years. 


TaBLE IX 


Unemployment in May of each year as deduced from Data secured 
by Investigation and compared with Official Figures. 


1929. 1930. | 1931. | 1932. | 1933. 


No. of unemployed men in the 


sample of Penistone area, men 
123 77 79 97 


Above as % of all Penistone area 
: 80 | 50 51-3 | 62-3 


sample. 


Iron and Steel Smelting, etc., — eer 13-3} 21-7 | 24-5 | 22-3 
Ministry of Labour figures, %. 
(See M. of L. Gazette, June each ieopomaiey 


year.) \ stopped, ete. | 30-9] 45-1 | 47-6 | 44-3 


% of Sheffield, etc., sample 
stated to be unemployed . 72-7| 59-1 | 659-1 | 54:5 
No. of men in the sample of 
Sheffield, etc. area, men stated 
to be unemployed ‘ ° 16 13 13 12 


The influence of the road schemes on the figures for the 
Penistone area is clearly shown. They had not started in May 
1930, and by the beginning of 1933 had practically ceased to have 
any influence on the unemployed in the area. There has been a 
small decline in both groups of the unemployed since May 1930, 
but in both cases it has only been an equal proportion of the 
total as the decline from the closure of the works in February 
1930 to May, three months later. Harry Dawes 


REVIEWS 


Interregional and International Trade. By Buertm 
Harvard Economic Studies. Vol. XXXIX. (Harvard Uni- 
versity Press; London: Humphrey Milford. 1933. 8vo. 
Pp. xvii + 617. $5.00.) 

International Economics. By R. F. Harrop, M.A. (London: 
Nisbet & Co., Cambridge University Press. 1933. 8vo. 
Pp. x+ 211. 5s.) 


Tuat the economic doctrine of value as applied to inter- 
national trade, in the form inherited from Mill, is not wholly 
satisfactory is a view that will probably find ready acceptance 
among students of economics. The attempts made from time 
to time to put the matter on a more acceptable basis furnish 
sufficient proof of this. The question of what it is that con- 
stitutes the essential feature distinguishing international from 
domestic trade, when the influences determining values are 
considered, has received different answers at different times. 
Professor Ohlin, like many of his predecessors, insists that the 
features that call for a special treatment are to be found even 
though an international boundary line is not crossed by goods 
in passing from the place of their production to that of their 
consumption. He thus examines inter-regional trade and brings 
it into the same scheme of analysis whether the regions lie within 
a single national boundary or in different national territories. 
The doctrine of non-competing groups—for which, by the way, 
he has little respect—is recalled to the memory in this connection. 
While admitting that international boundaries impose obstacles 
of a special kind to the free movement of goods and persons, 
he finds no special reason for different treatment on account 
of differences of the money units in terms of which national 
trade is conducted. The lack of free mobility, not so much of 
goods, whether partly manufactured or ready for consumers, 
as of the factors of production required for their creation or 
transformation into the desired form, is the distinguishing feature 
between trade within a region and trade between regions. What 
he presents is a theory of value applicable to a group of inter- 
dependent markets, communication between which is hampered 
by various obstacles. 
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His study is presented in two stages, beginning with a sim- 
plified problem in which obstacles to movement of factors of 
production within each of the regions concerned are left out of 
account for the time being, and hindrances, such as cost of trans- 
port, to the movement of goods within or between regions are 
also ignored. In a second stage these restrictive assumptions 
are discarded and the complications of the actual world are brought 
into the discussion. Intermediate between these two stages is 
a study of international trade problems subject to the simplifica- 
tions of the first stage, and, following the general consideration 
of the second stage, more than half the volume is devoted to the 
examination of international problems in the light of that dis- 
cussion. Naturally, the volume contains a not inconsiderable 
amount of material that could equally well be presented in 
connection with general problems having no specific relation 
to international—or inter-regional—trade. Among these the 
present writer is disposed to include the discussion of the localisa- 
tion of industry, a subject as to the neglect of which the rather 
emphatic view expressed by Professor Ohlin does not appear 
to be wholly justified. At the same time, a summary treatment 
of some topics deliberately excluded might have served the 
purpose of enabling readers to understand the author’s view- 
point. Only a limited number of those who, it may be hoped, 
will profit by the study of Professor Ohlin’s careful and illuminat- 
ing analysis will, for example, be familiar with the particular 
angle from which the group of Swedish economists of which he 
is a distinguished member regard certain parts of the general 
theory of value. What he treats as obvious may seem to others 
to need a considerable amount of exposition. Throughout he 
appears to assume that large-scale production is synonymous, 
in all branches of industry, with increased economy of production, 
and that small-scale production is relatively inefficient. Further, 
he appears to assume (e.g. cf. p. 281) that, where the capacity of 
the fixed appliances of a productive organisation are fully utilised, 
the costs at the margin are equal to the average costs per unit 
produced. How far some of his conclusions are dependent on 
the acceptability of this assumption it is by no means easy to 
determine without repeated and detailed study such as few 
readers are likely to give to this point. Some isolated references 
to diminishing returns occur, it is true, but more by way of in- 
dicating that increasing returns are to be assumed in most 
practical problems. His scorn of the doctrine which he calls 
the classical doctrine is accompanied by the challenge that it 
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involves the assumption of constant returns. It is not, however, 
clear that the replacement of one too general assumption by 
another to which the same description may be applied can justify 
the terms in which he takes frequent occasion to characterise 
the exposition common in the text-books. Space will not permit 
of any adequate discussion here of his statements of what is 
and what is not contained in the doctrines his rejection of which 
has given rise to the present treatise. It may be noted, however, 
that (p. 418) it is found convenient to employ, in reference to a 
specific problem, the assumption of identical ‘“‘ units of pro- 
ductive power ”’ in all industries of a given country. This comes 
as close as anyone would wish to the central conception of the 
comparative costs ”’ doctrine. 

In one of his earlier chapters, Professor Ohlin sets out in 
terms of prices the conditions of international exchange dealt 
with in the “ classical ”’ exposition in terms of costs, a procedure 
somewhat si-:uilar to that adopted by the present reviewer more 
than ten years ago. At this stage he finds it helpful to assume 
the existence of national currencies free to vary in value in- 
dependently of each other. This freedom of variation is, however, 
quickly abandoned, for it is indicated on p. 68 that gold standard 
conditions are to be assumed, and the limitation is reaffirmed 
on p. 499. In 1924, when the Swedish version of the book was 
issued, the return to a fairly general use of the gold standard was 
a not unnatural hope. The English version, appearing in 1933, 
comes to a world in which the practical problems of international 
trade preclude, for the most part, the assumption of a general 
metallic standard of currencies. Readers of the book will, 
therefore, find it useful to bear in mind the underlying assumption 
of stable exchange rates. In such conditions, however, the 
statement, “‘ there seems no need of a special foreign exchange 
theory to explain how these rates”’ (i.e. exchange rates) “ are 
governed ”’ (p. 375), has less significance than might otherwise 
have to be assigned to it. 

In connection with a number of problems examined, the 
conception of the national income (the aggregate of money 
incomes) and the conditions and significance of its variations 
is found useful. This aggregate is, with one exception, always 
treated as the total remuneration of the factors of production, 
and, with the addition of “liquid capital,” makes up the total 
“buying power” whose fluctuations are assigned very great 
importance. Were it not that a reference is made (p. 160) to 


its identity with the net money value of all goods produced, 
No. 172.—vo.., XLiv. H 
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some doubt would arise as to the recognition of this double 
aspect of national income, a double aspect expressed in the two 
procedures that have been used in recent years in the statistical 
estimation of our own national income. In some cases the 
apparent tracing to changes in buying power of altered levels 
of commodity prices—as cause and effect—might receive a 
different significance than is assigned them if the value of the 
goods and services produced, after deduction of the liquefied 
capital included in it, were, as it should be, regarded as no less 
definitely the measure of the nation’s money income from its 
productive activities than is the aggregate of the remuneration 
of the factors of production. Might not the definition of 
“neutral”? money (p. 377, footnote 1) be based on goods pro- 
duced as satisfactorily as on productive factors? The stability 
of ‘‘ the general price level ”’ of the former is, at least, determinable 
by statistical procedures more readily and definitely than that 
of the latter. 

As “‘ buying power ”’ includes not only the aggregate of money 
incomes but also the flow of liquid capital (cf. eg. p. 440), a 
question of some importance arises in reference to the latter. 
The description covers the capital released when productive 
processes are completed with the emergence of goods ready for 
consumption or use. But does it cover more than this? If 
not, the word “liquid ” appears too general, since in these days 
an abnormal amount of capital is kept in an effectively liquid 
condition, so that the aggregate of buying power might, in ac- 
cordance with the definition, include not only newly liquefied 
capital but also any part of the stock of liquid capital, in excess 
of normal requirements for capital in that form, that might be 
thrown into the current stream of commercial “‘ buying power.” 
Perhaps this disturbing feature is actually in operation, but it 
does not appear to be clearly contemplated by our author. 

An interesting presentation of statistical data relating to 
Canada, to illustrate the effects of borrowing from abroad con- 
tinued for a fairly long period, suggests some possible elements 
not clearly indicated in discussing the observed facts. For 
one thing, the habit of holding substantial reserves in New York 
is common among the larger Canadian banks. “ Call money ” 
means available resources if held in New York, but cannot be 
reckoned as equally available if held in Canada. How far the 
calculations of capital movements have taken into account this 
situation, and how far the argument may be affected by the 
fact that, at the period in question, three Canadian banks having 
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branches in New York and also in London were among the six 
most important dealers in European exchange in New York, 
Professor Ohlin does not indicate. In this illustration, and in 
the discussion preceding it, the precise distribution in time of 
foreign borrowings may be affected by the common practice 
of offering capital for public subscription to replace temporary 
advances by means of which banks had enabled the borrowers 
to acquire capital goods in a period antedating the public sub- 
scription. The goods may not merely have been bought but, 
so far as the buyers were concerned, paid for many months 
before this subscription (cf. p. 465, footnote). Something of the 
smooth operation of the financial mechanism to which attention 
is drawn (eg. p. 454) may be due to considerations of this 
kind. 

One further among the very numerous important and interest- 
ing problems discussed by Professor Ohlin may be mentioned 
here. In this case there is involved a matter the controversial 
treatment of which in the Economic Journau will be familiar 
to readers, namely, the conditions that accompany the payment of 
war indemnities. In Professor Ohlin’s discussion of international 
lending and borrowing, the conditions in the lending country 
strike the reader as appropriate to an unwilling lender acting 
under pressure. For convenience the author has extended the 
simplified phraseology of lending and borrowing to cover cases 
of transfer under stress, when the recipient is not a borrower in 
the ordinary sense of that word, and the lending is without hope 
of repayment. The explanation of the conditions assumed in 
the formally general case may be that what is set out is primarily 
a description of this class of transactions. In such a case, the 
adjustments required to bring about the appropriate relations 
of prices in the countries concerned may well differ in not un- 
important respects from those required in the case of a country 
looking abroad for opportunities for investment on the one hand 
and, on the other, would-be borrowers having in contemplation 
the payment of interest and eventual repayment of the capital. 
““The difficulties in the way of necessary readjustment are 
usually much greater in the lending than in the borrowing 
country ” (p. 427) is a phrase that describes conditions having 
little obvious relevance to such experience as that of Great 
Britain during most of her long career as a lender abroad. The 
problem discussed seems to be that of a lender whose lending 
power has largely decreased or of one whose capacity to lend 
has not been built up in the course of long experience, ioe 
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a lengthened term of receiving the remittances is assumed in 
the case of the “ borrower.” 

In discussing so detailed a treatment of a subject of the 
importance and magnitude of international trade, a selection 
is appropriate of some points regarding which more than a simple 
recognition of agreement with the author’s views is to be expressed. 
In following this course, an impression of a general conflict of 
views may have been conveyed where the dominant impression 
experienced was one of broad agreement and cordial appreciation 
of sound work well done. For that reason the reviewer would 
prefer not to conclude with a further note of disagreement. In 
the hope of doing something to assist the rejection from English 
economic diction of the word “ pricing ”’ in the sense in which 
it occurs so frequently in the earlier parts of Professor Ohlin’s 
treatise, when “‘ price formation ’’ would appear to render more 
correctly the idea to be expressed, that note of disagreement is, 
nevertheless, risked. The fact that the treatise is, in fact, an 
American treatise, may have something to do with the selection 
of a rendering that will not convey instinctively to ordinary 
English readers the conception that is intended—at least until, 
by repeated encounters with the word in various contexts, the 
idea desired to be conveyed is gradually evolved. 

Mr. Harrod’s little book is a welcome addition to the series 
of Cambridge Economic Handbooks, both as to its matter and 
as to its manner. Into a couple of hundred octavo pages he 
crowds an astonishing amount of instruction in economic prin- 
ciples and of discussion regarding their application to practical 
problems. His exposition, differing from that of Professor 
Ohlin, begins with the doctrine of comparative costs and embraces 
variations from the ordinary presentation that, while not calling 
for the specific use of the Marshallian diagrams, presents in 
admirably lucid shape some of those points of advantage in 
handling the foreign trade problem which the diagrammatic 
treatment affords to those familiar with the method. 

The development of the arguments, presented in a crisp and 
attractive form, is aimed at their application to practical prob- 
lems of our own time and country, and extended to world 
problems in view of the close and vital relations between certain 
of our domestic problems and corresponding problems of the 
world at large. In dealing with them Mr. Harrod relaxes the 
strict scientific attitude of detachment regarding different possible 
lines of action. Even at the outset he speaks of what course 
a country “should” take in view of gains available by way of 
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foreign trade, and of ‘the way in which countries ought to 
dispose of their productive resources.” 

The body of ideas with which Mr. Harrod works is not essen- 
tially different from that of Professor Ohlin, but he finds it 
possible to develop his analysis from the “ classical” doctrine 
with up-to-date improvements, and, far from assuming the 
general prevalence of increasing returns as an essential feature 
of the problems examined, he contends for the general prevalence 
of decreasing returns in this field, and takes up as cases for special 
treatment certain conditions involving decreasing costs. The 
earlier part of the analysis is developed on the basis of relatively 
stable exchanges due to gold standard conditions, but, at the 
appropriate stage, the conditions leading up to the abandon- 
ment of that standard by this country are examined in the light 
of the preceding discussion of principles. Thereafter, problems 
involving variable relations between national currencies are taken 
in hand. 

A few words in passing may be permitted with reference to 
two incidental features. In discussing the elements of the 
balance of international payments, the commodity imports and 
payments for services of foreign ships, brokers, etc., are presented 
as separate headings, while, in fact, the value of such imports 
as are carried in foreign ships and have involved the mediation 
of foreign brokers or underwriters already include, in most national 
trade records, payments for the services in question. The use 
of the United States documents—as shown by a somewhat 
later reference—appears to be responsible for the presentation 
of data in a form not representative of general practice. A 
few pages later, the choice between payment by a draft and by 
the shipment of gold is said to be in favour of the former if the 
cost of the draft is “at least equal to” its par value plus the 
costs of remitting gold, when “not exceeding ” appear to be the 
appropriate words. 

The range of the analysis and discussion extends to dis- 
turbances of the fundamental conditions of trading and to those 
attending foreign lending. Methods of stabilising the exchange 
value of the currency are considered and various courses that 
might be adopted to assist world recovery from the depression 
of the last few years are discussed. Mr. Harrod favours public 
works extension by means of borrowed funds. A final chapter 
is devoted to tariffs and their effects on the national economy 
and should prove of great help to the understanding of the 
problems involved. The utilisation of the theoretic material 
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presented to elucidate so vitally important a group of practical 
problems as are covered gives very great immediate importance 
to this little book. A. W. Fiux 


Gold, Unemployment and Capitalism. By T. E. Greaory. 
(London: P. 8. King & Son. 1933. Pp. xvi + 308. 12s.) 


Accorpine to the Introduction, dated Aug. 12, 1933, only 
one of the eighteen papers collected in this volume was then 
more than eight years old, but it would have given a better 
knowledge of the facts to say that three belonged to the period 
before March 1925 and all the rest to 1930-33. I do not 
think the classification into five groups very happy. “ Gold,” 
“America,” ‘“‘ Central Banking,” ‘ International Trade,” and 
“Unemployment and Capitalism ”’ have been recently too much 
intertwined to make grouping under those headings instructive. 
Simple chronological order would have given readers a better 
idea of the good contribution to sound thinking actually made 
by Professor Gregory in these scattered articles and addresses. 

The earliest, “The Economics of Employment in England, 
1660-1713,” which the author includes with a sigh as he reflects 
how happy he might have been if he had not been driven off 
economic history into the welter of monetary theory by the 
exigencies of a teaching staff, has a connexion with the rest 
of the book because it shows that, stupid as we are, we still have 
made some advance, though a tiny one, on the thought of two 
or three hundred years ago. The next two papers, both on 
banking, show Professor Gregory to have had in 1924-5 a very 
wholesome scepticism about the higher claims then fashionable 
on behalf of central bank management, but to have been rather 
more hopeful about the Federal Reserve system than subsequent 
experience has justified. 

The remaining fifteen papers, with the Introduction, form 
his running commentary on what continentals succinctly call the 
“ crisis.” So far as the monetary side of this is concerned, 
Professor Gregory displays his usual erudition and subtlety of 
mind. The doubt is whether his treatment of the subject is 
sufficiently broad to serve the purpose for which the lectures 
and articles were intended. The first requisite for promoting 
an understanding of the alleged “ Maldistribution of Gold,” and 
“Gold Movements into and out of Great Britain,’ I should 
have thought, is some considerable insistence on the fact that 
gold is sold to the highest bidders, and that when a number of 
countries are on the gold standard and therefore offering prices 
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which are “ fixed” in their own currencies, the highest bidders 
are those whose fixed price is the most attractive because it will 
buy the most commodities and services wanted by the gold 
sellers; so that every country on the gold standard as well as 
every country not on that standard can and does have just as 
much gold as it chooses to buy at the market price, and all talk 
of some rich countries being “ unable” to get gold and others 
being unable to refrain from getting it is palpably absurd. 

So, too, in the elaborate and in its way instructive explanation 
of why no violent rise of the British price-level followed the 
abandonment of the gold standard in 1931, I miss a frank recog- 
nition of the long-known fact that if by inaction or by arbitrary 
action a currency which has been deprived of the limitation 
imposed by convertibility continues limited to the same amount 
as before, it will not be deprived of any of its old purchasing 
power by the mere abolition of its convertibility. Most eco- 
nomists preserved a gloomy silence during the shocking events 
of the summer of 1931, but I hope those who did not expect a 
great and sustained rise of prices as the consequence of the 
abandonment of convertibility were not really “a very small 
minority,” as Professor Gregory suggests. There was no reason 
to expect such a rise, since neither the Bank nor the Government 
was likely to be desirous of exercising their joint power of increas- 
ing the issue of the paper pounds which had become the standard 
in place of 400-0z. bars of gold. One at least of the “ very small 
minority ” was fortified in not expecting it by the recollection 
that he had foretold that the limitation of theissueof Rentenmarks 
might make them a success in spite of their ridiculous ‘‘ backing.”’ 

Not much more than half of the book deals with the monetary 
side of things. The remainder will make more than one reader 
doubt whether fate (in the guise of the London School of Eco- 
nomics) has not been unkind both to Professor Gregory and the 
public in keeping his academic activities out of the field of general 
economic theory in which he would have liked to work, and in 
which he would certainly have excelled. There is profit for all 
but the omniscient, and pleasure for all but the bigoted, to be 
found in his dispassionate summing up of the case for and against 
* Self-sufficiency ’’ (though he should not have begun with 
repeating the common misquotation of Adam Smith’s rotund 
aphorism “ defence is of much more importance than opulence ’’), 
in his iconoclastic discussion of Rationalism and Employment, 
and in his rather gloomy views on the Future of International 
Trade and Common Sense and the Balance of Trade (which last 
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might better have been called The Nonsense of the Balance of 
Trade). But the two gems of the collection are, I think, ‘The 
Future of Capitalism ” and “An Economist looks on Planning,” 
which should be read in this, the chronological order. There are, 
he tells us in the first of these articles, “‘ two varieties of human 
temperament especially prone to be attracted by a planned 
economy, the constructive and the meddlesome,” and he believes 
they are strong enough to force the world to try planning and 
to suppress criticism which would, if allowed, destroy the Plan. 
Even experience of failure of the Plan, he thinks, will not lead 
to the abandonment of the principle, since failure is not likely to 
be so complete as to cause absolute retrogression, but will only 
slow down progress. He “can see no reason why the world should 
not pass over into a new era of absolutism and intolerance; why 
the writings of the French and British humanists and utilitarians 
should not be burnt as dangerous documents by the common 
hangman, and why the desire to improve one’s condition should 
not be treated as a crime to be punished as theft is to-day. The 
intellectuals who are now undermining confidence in the future 
of our present civilisation may, then, as the paid servants of a 
bureaucratic state, explain why freedom is a curse and liberty 
a crime.” None but the very youngest of us can get much 
comfort from the final sentence in which he relents so far as to 
say, “ Let us hope that in due course the age of reason will return, 
and that mankind will find that the pleasures of malevolence 
are less satisfying in the end than those which free enterprise 
allowed us to satisfy.” Just so the judge in the black cap, 


“And may God have mercy on your soul!” 
Epwin CANNAN 


Des Crises Générales et Périodiques de Surproduction. By 
PRorEssoR JEAN Lescure. Tome I. Le phénoméne. 
Tome II. Causes et remédes. (Paris: Editions Domat— 
Montchrestien. 65 francs.) 


Tuis is the fourth edition of Professor Lescure’s important 
work, which first appeared in 1907. The book now extends to 
two volumes, the first and longer of the two supplying the facts 
in the form of a historical survey of crises from 1810 to 1931; 
the second being concerned with causes and remedies. A reader 
who is already acquainted with the literature of the trade cycle 
would probably be well advised to read the second volume first, 
and to approach Professor Lescure’s historical treatment of the 
subject with a prior knowledge of his theoretical views. 
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The discussion of causes begins with theories explaining 
crises by monetary phenomena. That part of the subject is 
disposed of in fifteen pages (pp. 379-94). 

Next, explanations based on the phenomena of production, 
consumption and distribution are divided into “organic” and 
“inorganic.” The inorganic, tracing the crises to fortuitous 
fluctuations, are dealt with in a further eleven pages; the con- 
clusion is that these fortuitous causes do not afford a solution, 
in that they are not regularly associated with all crises. 

In turning to the organic explanations, which trace crises to 
some inherent characteristic of capitalist society, Professor 
Lescure is entering upon the main current of his argument. 
He discusses explanations based on the tendency of profits to 
decline, with reference first to Ricardo and Henry George, and then 
to Marx and Tugan Baranowski. He criticises at some length 
the theories of MM. Bouniatian and Aftalion, based on the length 
of the process of production. He then reaches his own explana- 
tion: “If the crisis is characterised by a retardation of the 
creation of new enterprises, and by the diversion of savings 
from industrial ventures, it is this retardation, this diversion 
which we have to explain. In our modern communities profit 
plays the part of the motive-power of the spirit of enterprise. 
The entrepreneur ceases to create on the day on which the margin 
between cost of production and selling price appears to him to 
shrink. At the end of a period of expansion costs rise in certain 
essential industries faster than prices” (pp. 452-3). 

Professor Lescure does not here mean to challenge the well- 
recognised fact that the rise of wages lags behind the rise of prices 
(pp. 458-9). But he has in mind two principal cases: (1) that 
of new enterprises handicapped by the high prices of capital 
equipment installed at a time of industrial activity, and (2) that 
of concerns like railways and public utilities, in which charges 
made to the consumer may be limited by authority. 

With regard to these latter, which in some countries at any 
rate have, no doubt, contributed a very considerable proportion 
of the openings for investment, Professor Lescure’s argument 
is open to the answer that the limitation of charges results in 
the volume of business of the concerns to which it applies being 
all the greater at a time of rising prices, and their requirements 
for capital extensions are likely to grow in proportion. If their 
net receipts were so encroached on as to involve them in real 
embarrassment, their capital outlay might indeed perforce be 
restricted. But the statistical data supplied by Professor Lescure 
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do not support that conclusion. He shows that in some cases 
profits have begun to decline before the price level, but not that 
they have become less than normal. They have merely begun 
to decline from an abnormally high maximum. For example, 
Professor Lescure points out that in 1907 the first month in which 
the gross receipts of American railways showed a diminution 
as compared with the corresponding month of 1906 was November, 
whereas the net receipts first showed such a diminution in July 
(p. 471). But the net receipts remained very high up to December 
1907. And Professor Lescure insists (quite rightly) in another 
passage (pp. 217-24) that the recession of 1907 began in the 
second quarter of the year. He refers also to the crisis of 1929. 
But on that occasion gross and net receipts first showed a set- 
back simultaneously, in October 1929, whereas the recession 
had already begun in industry in July. 

On the other hand, the effect of rising costs on the prospects 
of new enterprises as such is a wider question than that of con- 
cerns subjected to a limitation of charges. A disproportionate 
rise of prices of instrumental goods is a characteristic of the active 
phase of the trade cycle. 

“The flow of savings into industry constitutes the motive 
force of the modern economic machine. Savings are creative. 
Let savings be plentiful and not easily placed remuneratively, 
and they will be employed in industry. When they are employed 
in industry, the total consumption of commodities by industry 
is increased ; with consumption, prices rise; with prices, profits ; 
with profits, savings and therefore available capital ”’ (p. 360). 

In this passage Professor Lescure gives a hint of the vicious 
circie of expansion. Once prices begin to rise, profits and there- 
fore savings are increased. The result is increased activity of the 
instrumental industries and a cumulative rise of prices, profits 
and savings. 

How is the vicious circle to be broken? If there is a dis- 
proportionate increase in profits and savings, there is a dis- 
proportionate activity in the instrumental industries, and, when 
their capacity is strained, a disproportionate rise in the prices 
of their products. That is to say, there will be a rise in the 
prices of capital goods relative to the prices of consumption goods. 
That will tend to make investment less and less attractive, and, 
if unimpeded, this tendency should eventually result in a slacken- 
ing of capital outlay. When capital outlay falls short of savings 
the surplus savings are either applied to an extinction of credit 
or held idle. A part of the demand for capital goods is thereby 
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annihilated, and the tendency to an indefinite expansion is 
checked. 

Professor Lescure’s theory is that that is the decisive factor. 
But he has not proved his point. The disproportionate expansion 
of the instrumental industries is a consequence of the dispro- 
portionate increase of profits and savings; it depends upon 
prices outstripping costs. So long as wages lag behind the rise of 
prices, profits will continue high, and the same high profits that 
supply big savings will continue to make investment attractive. 
And there will not be an indefinite increase in profits and savings 
relative to prices, because, though wages lag behind prices, they 
do eventually rise, and, as fast as wages rise, the demand for 
consumption goods tends to regain its position relative to the 
demand for capital goods. 

Further, the disproportionate demand for capital goods 
will tend to draw a portion of the swollen supply of savings from 
which it arises into an extension of capacity of the instrumental 
industries themselves. Between them, this extension of capacity, 
increasing the supply of capital goods, and the rise of wages, 
increasing the demand for consumption goods, might be expected 
to restore equilibrium. 

There is no evidence at all that at times of activity the growing 
cost of capital goods does in practice act as a deterrent on in- 
vestment, and Professor Lescure does not attempt to show that 
it does. 

It will be observed that this theory of increasing costs of capital 
equipment in any case only offers an explanation of the inter- 
ruption of a progressive rise of prices. And it provokes the obvious 
question: If this is what prevents an indefinite rise of prices, 
are we to infer that without it an indefinite rise of prices would 
occur ? 

Surely an indefinite rise of prices cannot occur consistently 
with the gold standard. What has Professor Lescure to say 
on that subject? That brings us back to his treatment of the 
monetary theories. These he classifies under the heads of 
Metallic Money, Bank Notes, Excess of Credit and Deficiency 
of Credit. 

“Metallic money plays a diminishing part in exchanges. 
It has numerous substitutes ” (p. 382). 

“ Nowadays, if the ‘currency principle’ and the ‘ banking 
principle ’ are still discussed, we no longer discuss whether the 
issue of notes causes crises ’’ (p. 384). 

Metallic money and paper money being disposed of, credit 
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remains. Professor Lescure draws a distinction between those 
theories which explain crises by an excess of credit and those 
which explain them by a deficiency of credit. The distinction 
is a false one. The active phase of the cycle is caused by an 
excess of credit, the depression by a deficiency. The two types 
of theory are one and the same. 

According to the theory of the deficiency of credit, ‘“ at the 
end of a period of expansion the central banks, confronted with a 
diminution of their gold holdings, are led to raise their rates of 
discount or even to ration credit. Equilibrium is broken between 
the growing quantity of products and the quantity of money, 
metallic or fiduciary. The fall of prices results, and with it the 
crisis ”’ (p. 391). 

Doctrine simple, séduisante. Nous la souhaiterions exacte. 

But no! “Credit assists the expansion; credit helps the 
depression to prevail. Money plays an essential part. But 
production, consumption, supply, demand play the preponderant 
part in the life of the economic world. To see in money the sole 
animator of economic life is to commit a sophism, the mere state- 
ment of which should be sufficient refutation” (p. 392). A 
revival of mercantilism ! 

“A period of expansion presupposes new needs to satisfy, 
and new industries to create. Materials, labour, savings, entre- 
preneurs are necessary. The entrepreneurs must have confidence. 
Money does not suffice to create this complex of conditions. 
And the abundance of money is incapable of provoking by itself 
alone the rise of prices which generates profits and kindles the 
spirit of enterprise ” (pp. 392-3). 

“Money and its movements are effect, not cause. It is the 
rise of prices that provokes the extension of the circulation, 
and not the contrary. It is the fall of prices, the crisis and de- 
pression that provoke its contraction, and not the contrary ”’ 
(p. 393). 

What does this really mean? It means that a rise or fall of 
prices cannot be either started or stopped by the control of credit ; 
the gold standard cannot prevent an indefinite rise of prices. 
From time to time in his historical survey Professor Lescure 
mentions a credit stringency arising from a scarcity of gold. 
When he says that “it is the rise of prices that provokes the 
extension of the circulation,” he would seem to imply that when 
that happens nothing the banking system can do will prevent 
or moderate the extension of the circulation; that when the Bank 
of England put the Bank Rate up to 8 per cent. in 1847, or 9 per 
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cent. in 1873, or 10 per cent. in 1857 or 1866, it made no difference 
either to the volume or rapidity of circulation of credit, or to 
the price level. So far as any utility in correcting the inflation 
of the price level was concerned, Bank rate might just as well 
have been fixed permanently at 3 per cent. and never altered. 

Yet undoubtedly Professor Lescure would repudiate such a 
view. “The efficacy,” he says, ‘ of the policy of raising the rate 
of discount and its necessity are no longer disputed. The effect 
of the raising of the rate of discount on the liquidation of a crisis 
is one of the best established and best known theories of political 
economy ” (p. 505). 

He expounds the theory in an earlier passage. The crisis is 
marked by a diminution of demand; making a whole series of 
products unsaleable, it prevents the normal play of the balance 
of commercial and industrial debits and credits. Traders, 
unable to sell at all, or able only to sell at a sacrifice, must resort 
to credit to meet their liabilities. The rate of discount rises, 
the money in circulation increases, bank reserves diminish. The 
rise of the rate of discount reaches such a pitch that the trader 
and the industrialist find it to their interest to sell their products, 
even at a heavy loss, rather than to borrow (pp. 367-9). 

When he comes to the discount policy of central banks, 
however, he interprets it in terms of an “ external ”’ credit crisis. 
When a country, in consequence of a fall of prices, cannot sell 
abroad, it has to export gold. The central banks lose gold, and 
raise their rates to defend their reserves. Traders sell at a sacrifice, 
and the consequent fall in the prices of securities and goods 
attracts foreign purchasers, and restores the balance of pay- 
ments (p. 506) 

Professor Lescure, among his remedies, advocates the holding 
of reserves of foreign securities, and the charging of a premium 
on gold in order to mitigate the rigours of credit restriction. 
Is he not here viewing his problem too much as a national problem 
instead of an international one ? 

The crisis is a crisis of falling prices. It is met by various 
countries raising discount rates with a view to depressing prices, 
and thereby intensifying the trouble for one another. Any 
one of these countries can find relief by allowing a premium on 
gold, and it can safeguard its gold reserves by selling foreign 
exchange instead of gold. But by preventing the outflow of 
gold, it throws all the greater burden on the reserves of the others. 

Now clearly these international movements of gold are only 
one aspect of the crisis. If some countries are losing gold, others 
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are gaining it. How are these others to behave? They should 
be endeavouring to release gold by credit relaxation and low 
discount rates. Their central bank might supplement these 
measures by buying securities, or, still better, by buying foreign 
exchange. Indeed, when Professor Lescure recommends the 
accumulation of a reserve of foreign exchange, we may reasonably 
infer that this ought to be done when the exchanges are favourable 
and gold would otherwise be imported. 

But Professor Lescure does not consider the case of those 
countries which are troubled with a superfluity of gold at a time 
of crisis. And for a good reason. At a time of crisis there is a 
general scarcity of gold. Those countries which are losing gold 
put up their discount rates because they cannot spare it. But 
even those which are gaining gold are themselves short of it. 
There is a general resort to high bank rates and credit restriction 
because the monetary circulation has outstripped the supply 
of gold. 

This reliance on credit restriction to bring about a general 
fall of prices is not only “ one of the best established and best 
known theories of political economy,” but now that “ metallic 
money plays a diminishing part in exchanges,” it has become 
essential to the functioning of the gold standard. In each country 
the central bank has become practically the sole source of money, 
and upon its action depends whether money becomes unduly 
plentiful or scarce. 

If ‘money ” be taken in a narrow sense, Professor Lescure 
is quite right when he says that ‘“‘ money and its movements are 
effect not cause.” But if changes in the monetary circulation 
are effects of changes in the price level, changes in the price level 
are effects of measures of credit regulation. 

“Production, consumption, supply, demand play the pre- 
ponderant part in the life of the economic world. To see in money 
the sole animator of economic life is to commit a sophism.” 
But the puzzle of the “‘ periodic general crises of over-production ” 
has always been to account for economic adversity and distress 
at a time when the state of ‘“‘ production, consumption, supply 
and demand ” indicates nothing but prosperity and activity. 

“ Profit,” says Professor Lescure, ‘“ plays the part of the 
motive power of the spirit of enterprise.” There must be a 
remunerative price level. Credit restrictions aim deliberately 
at reducing the price level and making it less remunerative. 
Trade depression represents nothing more nor less than the 
success of credit restriction. 
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It is unfortunate, especially in a fourth edition, that Professor 
Lescure’s book teems with misprints. The mutilation of English 
and American names is of slight consequence. The omission 
of a negative (p. 370, line 4) is easily corrected by an attentive 
reader. The frequent presentation of statistics in thousands 
instead of millions ought to be no more misleading than the 
expression of prices by the ton instead of by the quintal 
(p. 321). But it does not conduce to clearness in the descrip- 
tion of the crisis of 1929-30 to print 1930 instead of 1929 five 
times (pp. 319-21). And an algebraical exposition of Tugan 
Baranowski’s criticisms of Marx, which is in any case both 
slovenly and obscure, is not improved by two misprints (pp. 
425-6). 

The most dangerous misprints of all are those which occur 
in the body of a statistical statement. The preponderance of 
railway material in the steel output of the United States is 
illustrated by a table which has survived from the edition of 1910, 
showing a rise from 3,749,000 tons out of 13,859,000 in 1904 
to 19,996,000 out of 23,362,000 in 1907. If the reader’s sus- 
picions are aroused, he will be able to calculate from the detailed 
data supplied that for 19,996,000 he should read 9,838,000. 
But when the growing gap between the general price index and that 
of metals rises from 10 points in 1909 to 22 in 1911 and 35 in 1913, 
the reader is only too likely not to observe that the latter figure 
ought to be 25. And how is he to guess that the reserves of the 
New York Banks in July 1893, which have been stated as 
$5 millions (p. 132) ever since the first edition of the book 
appeared in 1906, should be corrected to $95,000,000 ? 

Besides misprints, the book is not free from inaccuracies. 
It is not correct to say that the output of gold from 1848 to 
1856 “‘ exceeded by more than one-sixth the value of the whole 
quantity of gold and silver existing in the world” (p. 44). 
Reference to Levasseur, whom Professor Lescure quotes as the 
authority for this statement, suggests that it should have been 
“‘ exceeded one-sixth of the value.” 

In the particulars of brokers’ loans in New York, it is misleading 
to translate ‘‘ other banks,’ meaning banks outside New York, 
by banques étrangeéres (p. 311). 

The British Government did not advance £28,000,000 or any 
other sum to the Bank of England in 1818 (p. 6). 

The Bank Charter Act of 1844 was not suspended in 1890 
(p. 513). 

R. G. HawTRey 
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The New Survey of London Life and Labour: Volume V: London 
Industries, II. (London: P. 8. King & Son, Ltd. 1933. 
Pp. xii + 435. 17s. 6d. net.) 

The Industries of Greater London. Being a Survey of the Recent 
Industrialisation of the Northern and Western Sectors of 
Greater London. By Dove.as H. Smiru, B.Sc. (Econ.), 
Ph.D., F.R.G.S., with a Foreword by Sir Raymonp Unwin, 
Dr.Tech.C.H. (Prague), P.R.I.B.A. (London: P. 8. King & 
Son, Ltd. 1933. Pp. xi+ 188. 10s. net.) 


Tue concurrent appearance of these volumes is timely. That 
of the Survey continues the treatment of London industries, 
commenced in Volume II, and deals largely with distributive 
work, as well as with productive industries. Most of the trades 
dealt with include a higher proportion of low-skilled work and 
of female labour than those treated in the earlier volume, though 
the Printing industry, which is now described, is probably the 
most highly skilled of the London industries. Mr. Smith’s 
interesting book starts to carry the industrial work of the 
Survey into the outlying districts of Greater London to the 
North and West of the Survey area. He deals with the triangle 
formed by the valleys of the Lea, the Colne, and the Thames, 
extending his treatment to Welwyn, Watford and Slough to 
the North, North-West, and West, respectively. He includes 
those districts of the Survey area like Willesden and Tottenham, 
which lie outside the County of London boundaries in these 
directions. His work in many ways fits in well with the Survey, 
and his careful, detailed treatment of the character and dis- 
tribution of the trades with which he is concerned, shows well 
the nature and causes of the outward trend from Central London, 
which the Survey has also emphasised. 

In Mr. Smith’s book the very large industrial unit is the less 
common. In the Western Industrial Sector, for instance, “in 
only one industry is there a concentration of manufacturing 
units comparable to that of the North,’ namely the motor 
industry. The feature of the whole area is the large number of 
trades, producing wide varieties of product, nearly all individually 
small, but often gaining the advantages of large-scale production 
through a high degree of specialisation in the goods manufactured 
or through assembling of parts manufactured elsewhere. The 
lists of trades in various areas bring out admirably their small- 
ness and variety. Thus, in the Lea Valley and in the Wembley— 
Park Royal—Willesden area, the average per trade is under 450 
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workers, and in Slough it is about 150, the number of separate 
trades (not industries), as given in the lists, being 79, 71 and 47 
respectively. This renders it unprofitable to manufacture locally 
the semi-finished products required by these trades. For the 
amount needed of any one such product is too small to justify 
this; and good transport facilities and high values in relation to 
bulk, render import from other districts easy and cheap. 

Survey V follows mostly the lines of the earlier volume on 
London Industries, and well maintains the general high standards 
of the Survey. The Director contributes one more most stimulat- 
ing introductory chapter, which greatly facilitates the reader’s 
study of the volume, and admirably sums up the leading features 
of the industries dealt with. Chapters on individual trades 
contain some highly interesting descriptions of industrial processes, 
notably in dealing with mechanisation, as in the food, drink and 
tobacco, and in the chemical industries, though retail distribution, 
which has been less affected in this way, is also admirably treated. 
In one or two instances, possibly for reasons of space, the accounts, 
though clear and accurate, are less full; that of the manufacture 
of leather, for instance, hardly seems to bring out the great 
variety of the processes. 

The present volume confirms generally the favourable 
tendencies previously noted ; and specially emphasises the progress 
of welfare work, both in its protective and constructive forms, 
which appears specially marked in the trades now dealt with. 
Its progress seems in part to be a compensation for conditions 
of monotony resulting from mass production with semi-automatic 
machinery. Another interesting feature is the frequency of 
payment for holidays in these trades, in contrast with its relative 
infrequency in those previously dealt with. It is suggested that 
it is “a fair generalisation, though subject to exceptions, that 
holiday payments, like other amenities, are frequently regarded 
as a form of compensation for monotonous or disagreeable work.” 
Previous evidence of ‘a high degree of success” in enforcing 
Trade Board wages is confirmed. ‘‘ Evasion is highest in industries 
in which, like the fur trade, the unit of employment is smallest; 
in large-scale industries, like tobacco, it is negligible.” In the fur 
trade, indeed, the percentage of evasion is more than double 
the average, but the rise in real wages has also been marked— 
70 per cent. in the case of women—since the Wage Census of 
1906. Here, again, mechanisation appears to have helped by 
practically eliminating ‘the ‘dressing masters’ in leather, who 


worked at low prices by paying low wages.” In retail distribution 
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there appears to be a certain tendency to industrial parasitism, 
where firms “ will only engage girls living at home.” Against 
this must be set cases where specially good conditions are found 
in retail establishments. Trade Unions, though weak in many 
trades, seem to exert influence out of proportion to their numbers, 
as where big companies and Co-operative Societies, having 
agreements with them, set the general standards for a trade. 
In Printing, where “ Trade Unions both of workers and employers 
are exceptionally powerful,” and weekly wages show very big 
increases, industrial relations appear to be specially cordial, and 
there has been “ comparative stability of employment.” Indeed, 
in spite of the relative rise in unskilled wages, unemployment 
has been less in the industries covered by this volume than in 
London as a whole. 

The present volume emphasises the displacements of labour 
by mechanisation. General increase of female workers is reported, 
even in trades which are predominantly male. Displacement 
of men, indeed, takes place in the main indirectly. As a rule, 
women and girls find their chief sphere in highly mechanised 
industries, in ancillary occupations, such as bottling, labelling 
and packing, or in branches akin to the domestic, like laundries 
and retail distribution. But often the development of these new 
occupations as women’s trades reduces the chances of re-employ- 
ment for men displaced from the old. Similarly, Mr. Smith, 
in an excellent “Comparative Study of Individual Industries,” 
in London and in other parts of England and Wales, finds little 
evidence of direct competition between London and the North; 
and the work, as in the electrical and chemical trades, is sometimes 
complementary, London concentrating on the lighter and the 
North and Midlands on the heavier branches. Nor is there much 
evidence of movement of firms from the North to London. 
Development has been almost entirely by radiation outward from 
Central London, or by growth of new firms. 

The displacement of acquired skill by mechanisation is stressed. 
The qualities required for most workers, it is insisted, are “‘ steadi- 
ness and reliability rather than special skill in the old-fashioned 
sense.” But the insistence on these qualities suggests a possible 
raising of the level at the other end of the scale, so that the 
workers possessing them can perhaps be regarded as ranking 
as semi-skilled; and reference to the general turn-out of certain 
workers, as approximating rather to that of attendants than of 
labourers, appears to support this view. ‘‘ A growing, though 
as yet not general, recognition of the vocational value of general 
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education beyond the standards of the elementary schools ”’ 
is also reported. 

In many ways mechanisation favours improvement in con- 
ditions. The need to run elaborate machinery continuously 
reduces short-period fluctuations in employment; and at times 
it is possible to avoid casual labour at rush periods by running 
machinery at maximum speeds. The new conditions also, by 
involving planning, facilitate -adequate provisions for the well- 
being of the workers, which was apt to be neglected in the 
haphazard growth of the older type of business. Often, indeed, 
there is deliberate and careful thought for the workers. Mr. 
Smith too records that one influence leading firms to move out 
of London was desire to secure healthy, open environment for 
their staffs. Elaborate machinery again, facilitating and even 
necessitating frequent cleaning, has also proved favourable to 
health, and has done much to reduce dirty and unpleasant work. 

Planning, also, in the outer areas has done much to locate 
factories with reference to the health of the population generally. 
Here again, as Mr. Smith emphasises, there is a difference. Pre-war 
factories grew up haphazard, with not much thought of the 
influence of their work upon the surrounding houses, whereas more 
care has been taken recently, and there has been a tendency to 
concentrate factories in definite areas. Things are not yet always 
satisfactory in this respect, though the disadvantages are, in fact, 
mitigated since the industries of these outer sectors are mostly 
“clean ’’ industries, generally free from obnoxious by-products. 
But both Sir Raymond Unwin and Mr. Smith emphasise strongly 
the need of more regional and other planning, for this and other 
purposes. Some beginnings of it are recorded, as, for instance, 
in West Middlesex. 

Mr. Smith’s book, though its area overlaps that of the Survey, 
makes a valuable beginning in the study of conditions in outer 
Greater London. His work is more general in character, and does 
not, like the Survey, attempt the detailed description of particular 
trades. But he has done valuable work in discussing the variety 
and distribution of the trades; and his chapter on the geographical 
factors at work is specially valuable, bringing out, for instance, 
their influence on expansion, and in determining which areas 
are industrial and which residential. An interesting point is the 
special localisation of the new trades, those of the Lea Valley 
mainly producing cheap goods for the East End of London and 
office requisites for the City, and those in the Western Sector 


being more concerned with more costly goods for the West End. 
12 
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Thus, Mr. Smith’s work represents an interesting extension 
of the work of the Survey, and treatment of the other areas and 
of health and social conditions in the whole of outer Greater 
London would be well worth while. The Survey’s new volume 
has once more produced an industrial study of high value; and 
the concluding volume on London Industries will be awaited 


with great interest. 
N. B. DEARLE 


Recent Social Trends in the United States. 2 vols. Pp. xev + 
1568. (McGraw-Hill Publishing Co., Ltd. 1933.) 


THESE two prodigious volumes, containing twenty-nine 
monographs, are the product of the President’s Research Com- 
mittee on Social Trends appointed by Herbert Hoover in 1929 
under the chairmanship of Professor W. C. Mitchell. The 
Committee call this publication a ‘“‘ summary of the findings ”’ : 
they are also “ publishing thirteen volumes of special studies and 
supporting data, giving in greater detail the facts upon which the 
findings rest.”” Most of the contributions in the volumes under 
review are from the pen of social scientists other than the members 
of the Committee; and twelve pages of acknowledgments to 
institutions and individuals serve further to indicate the co- 
operative nature of the effort. The Committee have attempted 
a summary and appraisal in their sixty-page Review of Findings, 
but of course no summary of a summary can give a very adequate 
idea of the wealth of data collected. Nor would it be judicious 
to pyramid the summaries still further by attempting to describe 
the contents in this notice. It must suffice to say that the volumes 
are a wealth of information of the most astonishingly diverse kinds. 

If you have any reason to know you can find that the “ per 
capita consumption of . . . ice-cream has increased from 1-04 
gallons in 1910 to 3 gallons in 1929”; that “ there are more than 
20,000 women teachers in colleges’; that the aggregate value of 
works of art in public and private possession is approximately 
2 billion dollars; that “the most striking changes [in the Ameri- 
can home] within the decade ... have taken place in the 
appearance of the kitchen and bathroom; . . . that more money 
and more brains have gone into the appearance of these two rooms 
than into all the other rooms put together ”’; that it is possible 
to list one hundred and fifty effects of the invention of the radio, 
ranging from “‘ morning exercises encouraged a bit ” to “‘ develop- 
ment of fads of numerology and astrology encouraged ”’; that 
“interest and belief in a life beyond death have dropped to a 
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fraction of the level which they held a quarter-century ago ” in 
the periodical literature examined; that ‘“‘ osteopaths, who now 
number approximately 7,650,’ have incomes totalling $42,000,000, 
while “‘ chiropracters, who are, as a group, far more ignorant 
and incompetent . . . numbered at least 16,000 in 1930-31 and 
collected . . . an annual income of approximately $63,000,000.” 

No selection can indicate the variety of information collected. 
Much of it is commonplace, much of it has no discoverable con- 
nection with any generalisation, and much of it goes to support 
generalisations which are themselves so trite that the cost of 
enunciating them must be a matter of grave concern. This is not 
to condemn the volumes. The evaluation of such a heterogeneous 
mass of material is not easy, even with the assistance of the 
Committee’s own appraisal, which, as Mr. Hoover says in his 
foreword, “‘ sets forth matters of opinion.” The terms of refer- 
ence threw the emphasis of the report (again according to Mr. 
Hoover) upon “elements of instability rather than stability in 
our social structure.” It is true that the Review of Findings and 
the contributions show less complacency than was characteristic 
of pre-depression American economic literature, but the report 
cannot be described as predominantly critical or radical. Caution 
is rather the keynote, in spite of the Committee’s confession that 
“astonishing contrasts in organisation and disorganisation 
are to be found side by side in American life ’’ (xii). In discussing 
the quality of the population they declare that “the abilities of 
individuals shade down from competency to idiocy, and it is not 
at all certain that all low grades of mentality are caused by 
heredity ” (xxiii). Here is timidity. 

The all-important question of unemployment illustrates the 
conservative tone. They rank it with physical and mental illness 
as a ‘“‘ major cause of suffering ” (xxxvi), and see the problem as 
one of “‘ making the proper application of the principle of in- 
surance.” But there is no strong indictment of America for being 
a generation behind the enlightened European countries in this 
respect. The monograph on Labour (one of the best in the 
collection) points out that the majority of trade unions have 
“resisted compulsory unemployment insurance” and _ that 
employers have been ‘determined to prevent government 
participation in handling the problem of unemployment,” but it 
says nothing of the attitude of economists. If the method of 
surveying periodicals used in the chapter on Changing Social 
Attitudes and Interests had been applied to economic publications 
before 1931, the Committee would have been compelled to call 
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for a revolution in economic opinion on this question. The belief 
was prevalent that unemployment in Europe is a problem swi 
generis, intimately connected with unemployment relief by the 
state. 

Another case in which the facts cited do not paint a complete 
picture is that of race prejudice (pp. 591-2). It is deliberately 
restricted to the negro problem, although the existence of other 
prejudices is admitted. Any serious examination of the question, 
however, could not fail to single out the prejudice against Jews, 
which has been aired in the discussion of appointments to the 
Supreme Court and which still plays a considerable part in the 
choice of teachers in the universities. 

Criticism on the ground of omission is, of course, too easy. 
The above is only to illustrate the slight conservative bias in a 
Report which is on the whole impartial. The effort to be judicial 
is perhaps partly responsible for the cautious and even colourless 
conclusions. To conclude that ‘the clarification of human 
values and their reformulation in order to give expression to them 
in terms of to-day’s life and opportunities is a major task of social 
thinking ” does not carry us very far. The Committee rightly 
reject all responsibility for producing a panacea: they “‘ were not 
commissioned to lead the people into a land of promise.” But 
they hope that “in the formulation of these new and emergent 
values, in the construction of the new symbols to thrill men’s 
souls, in the contrivance of the new institutions and adaptations 
useful in the fulfilment of the new aspirations . . . this review 
of recent social trends may prove of value to the American 
public.”” They would have contributed more to this end if they 
had thrown some of their caution to the winds, and, even at the 
risk of being misunderstood, had given more rein to their critical 
faculties in describing the order which preceded the New Deal. 

REDVERS OPIE 


Australia in the World Depression. By EK. RonaLp WALKER. 
(P. 8S. King. Pp. 219. 10s. 6d.) 


Tus is an admirable account of the changing economic situation 
of Australia during recent years. It is both a description and an 
analysis. Dr. Walker has studied the views of Mr. Keynes, 
Professor Hayek, and others to good purpose : he has constructed 
from them an eclectic theory of the trade cycle which he applies 
with skill. 

His chapter on the Boom before the Slump convinces the 
reader that some recession would have come even without changes 
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in world conditions. One pcint well made is that the rising tariff 
involved a greater expansion of bank credit than would otherwise 
have occurred. His suggestion that the high normal level of 
unemployment arose mainly from instability of demand deserves 
attention, for there is no greater authority on Australian unemploy- 
ment. Yet he does not show that demand was less stable than 
in other countries, nor does he disprove the alternative explanation 
of relatively high and rigid’ wage-rates plus hindrances to the 
movement of labour between occupations. 

The slump actually came, of course, through changes in 
Australia’s relations with the rest of the world; the title of this 
book was carefully chosen. Australia had been exporting about 
a third of her material production. About two-fifths of her 
exports consisted of wool and about one-fifth of wheat : she was 
thus greatly influenced by the world prices of these two com- 
modities. Dr. Walker makes a careful study of the forces affecting 
these prices; he rightly ignores any effects of Australian borrow- 
ing or import duties upon her terms of trade, for they were swamped 
by other factors. The other vulnerable point of contact with the 
outside world was capital imports. This population of six 
millions had been borrowing publicly at the rate of £30 million a 
year. 

The fall in export prices and the stoppage of long-term external 
loans created a transfer problem. In spite of greatly reduced 
wool and wheat prices, a slight excess of imports had to be trans- 
formed into an export surplus sufficient to pay some £30 million 
sterling a year of external interest. At first, Australian opinion 
rejected cost-cutting as impracticable, yet wanted to remain on 
the gold standard or at least near parity with sterling. Imports 
were curtailed by reduced purchasing-power, by drastic tariff 
increases and import prohibitions, and by the banks rationing 
exchange. Recourse was had to the sensible stop-gap of exporting 
gold reserves and to short-term external borrowing. Finally, the 
problem was solved with the help of a depreciated exchange-rate. 

It is a pity that Dr. Walker says so little about the elasticity 
of supply of exports, for the maintenance of their volume has been 
rather remarkable. Doubtless contraction in land products is 
difficult in the short run, and we know that there have been good 
seasons, that wheat-growing has been subsidised and that sugar 
and butter have continued to be dumped abroad. But surely 
some growers of wool and wheat must be very near marginal 
prime cost. Are fixed charges largely unpaid? Are wages of 
land-workers considerably lower than official records show ? 
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Does the inevitable tendency towards capital consumption, of 
which some evidence is given early in the book, extend to such 
items as fencing? These are points on which information would 
be illuminating. 

The repercussions within Australia of an annual loss of spend- 
ing-power amounting to perhaps £70 million—reduced value of 
exports plus loan money no longer forthcoming—were alarming. 
Unemployment rose to nearly 30 per cent. and large budget 
deficits seemed inevitable. From the turmoil, with Mr. Theodore’s 
scheme for creating credit held up by the Upper House of the 
Federal Parliament and Mr. Lang repudiating public interest- 
payments in New South Wales, there emerged a Plan ‘“ which 
combines all possible remedies.”” The whole internal public debt 
of £556 million was converted from 5} per cent. to just over 4; 
taxation was increased and public expenditure reduced; fixed 
interest charges were reduced by law; wages were cut; and bank 
credit was sustained by selling Treasury Bills to the Common- 
wealth Bank. 

It seems clear that Australia did turn the corner, whether 
permanently or not, in 1932. How is this to be explained? Dr. 
Walker gives us a stimulating theoretical chapter, complete with 
equations, in support of his view that it was due mainly to the 
inflation, through the floating debt, of 1932. He grants that the 
wage-cuts of 1931 helped indirectly, since a given monetary dose 
of inflation is more effective the lower are money costs. Yet, 
he points out, for a year or so after the first wage-cuts there was 
no improvement. It might be urged that they were not large 
enough or that a succession of wage-cuts was needed; Dr. Walker, 
on the basis of his theoretical discussion, rejects such contentions. 
The crucial point, he says, is how entrepreneurs behave. If wages 
are reduced, will they at once employ more men or will they be 
cautious and wait to see if the demand for their goods increases ? 
If the latter, obviously employment and output can remain 
unchanged or fall. Thus, he urges, inflation is more likely than 
wage-reductions to promote recovery. 

This seems a non sequitur. There is no need to press the view 
that the elasticity of demand for labour is likely to be well above 
unity during aslump. For whatever it is, surely the demand will 
be affected in exactly the same way by wage reductions and by 
inflation of the type used in Australia in 1932. (Inflation through 
public works might be another story.) Both make possible an 
increased margin for profits. If entrepreneurs refuse to expand 
under the stimulus of lower wage-rates, surely they will also refuse 
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to expand under the stimulus of lower interest-rates. Whatever 
assumptions one makes about their behaviour it seems unreason- 
able to argue that the one method will succeed where the other 
fails. 

It is doubtful whether the inflation of 1932 would have pro- 
moted recovery in 1931 had it occurred then. Given the attitude 
of most entrepreneurs, the political situation would probably have 
prevented it. The subsequent displacement of Labour Govern- 
ments, and the measures taken to balance budgets, promoted 
confidence and then the wage-cuts or the inflation or both—there 
is not space to argue—took effect. 

Dr. Walker leaves some questions unanswered. How exactly 
were interest-rates reduced by law? Did this do more than 
recognise the actual position while serving as a gesture which 
made wage-cuts less repugnant, and how did it affect new lend- 
ing? From the end of 1929 to the end of 1932, wholesale prices 
fell by over 20 per cent., but the price of building materials rose 
more than 10 per cent. Why was this, and is it délaying'recovery ? 
Is a still lower exchange-value of the Australian pound desirable 
to create an exchange-reserve against mediocre seasons? To 
what extent would this, or lower costs, make potential exports— 
for example, of coal and manufactured food-stuffis—actual? But 
one wishes for more only because of the excellence of what one has. 

FREDERIC BENHAM 


The Taxation of Income in India. By V. K. R. V. Rao, M.A., 
Assistant Professor of Economics and History, Wilson 
College, Bombay. (Longmans: London and Calcutta. 
1931. Pp. xvi-+ 327. 10s. 6d.) 


Ir is rather remarkable to find an Indian author beginning 
his book with the following passage: “ Like the introduction 
of the study of the English language in Indian education, the 
introduction of income tax in the Indian financial system is one 
of the few happy heritages of British rule in this country.” He 
notes that the income tax was first tentatively introduced in 
1860, that Lord Lytton refused to sanction its re-introduction 
in 1876, and that from 1886 it became a permanent feature of the 
tax system. He divides the history of the tax into three periods : 
(1) the Period of Experiment, 1860-86; (2) the Period of In- 
tegration, 1886-1916; and (3) the period of Legislative Con- 
solidation, 1916-28. 

The book deals with the income tax from every point of view 
which would be of interest to the economist and the general 
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reader. The first three chapters give us a concise history of 
the tax from its inception in 1860 to 1931, which is clear, readable 
and complete in essentials. The remainder of the book is 
analytical and critical, beginning with the scope of the tax and 
a full discussion of the numerous exemptions, proceeding to 
examine the bases of assessment and the methods of computing 
income from different sources, and then stating various reforms 
proposed by others and some suggested by the author, all of 
which he considers from the theoretical and practical points of 
view. 

The Indian income tax has several rather peculiar features, 
due to the country being but partially industrialised and to the 
Hindu family customs. Income arising from agriculture, whether 
rent or the profits of cultivation, has been exempt since 1886 
from all income tax, mainly on the ground that agricultural 
incomes are heavily taxed by land revenue. Hindu undivided 
families, which may consist of as many as three, or even four, 
generations living together in one house, maintained according 
to need out of one income, are taxed on the joint income accord- 
ing to a special schedule. There is a tax of 6} per cent. on limited 
companies, additional to the standard rate which has to be 
deducted from dividends. This “corporations profits tax,” 
imposed during the boom following the War, is now an un- 
justifiable burden on joint stock enterprise. 

After a full and thorough description of the treatment of 
special classes of taxpayers, and a chapter on the problem of 
double taxation, the author proceeds to outline his suggested 
reforms. His proposal that the present relief of part of the 
Indian income tax on profits also taxed in Great Britain should 
be abolished is supported by reasons which seem to have no 
basis in abstract justice. If the investment of British capital 
in India be discouraged, there will be, he thinks, the more oppor- 
tunity for the profitable employment of dormant Indian capital. 
The critic may well ask whether the opportunities would be 
found by Indian industrialists and, if they were, whether dormant 
capital would be attracted by them. 

India has a graduated income tax; and the author, after 
considering examples in foreign countries, proposes a new scheme 
of progression, which smooths out the jumps, and is clearly com- 
pared with the present progression in a diagram. The author 
favours the taxation of large agricultural incomes; but he would 
like to have land revenue treated as income tax and graduated, 
so as to realise the principle of ability, were it practicable to 
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sacrifice so much revenue—a change which is not justifiable on 
grounds of theory or practice, so long as the land revenue is 
assessed on area cultivated. The book, which was published 
under the editorship of Professor C. N. Vakil, is full of useful 
information, and is well furnished with statistics in the text and 
in numerous appendices. Several of the author’s proposals for 
reform merit careful consideration. The book is one which 


should not be neglected by any student of the Indian income tax. 
H. S. JEvons 


British Public Expenditure, 1921-31. By Josern Sykes. (P. 8. 
King. 1933. Pp. 388. 15s.) 

British Budgets, Third Series, 1921-2 to 1932-3. By Str BERNARD 
and Oswatp GeorGE. (Macmillan. 1933. Pp. 
576. 30s.) 


Pustic expenditure has always received less attention from 
economists than taxation, for the simple reason that it is impos- 
sible to discuss expenditure without expressing, or implying, 
opinions as to the merits of the political policies upon which 
public money is expended: the subject will not, therefore, 
keep itself within the confines of the strictly economic. Mr. 
Sykes cannot wholly escape this difficulty, and we discover, 
for example, that he would like to see less money spent on arma- 
ments; but the book shows commendable detachment and a 
readiness to weigh pros and cons which is not the less praise- 
worthy because it frequently leaves the reader unable to make 
up his mind one way or the other. 

The first part of the book is occupied with a straightforward 
and business-like account of the history of public expenditure 
(national and local) in the ten years under review, classified under 
six main headings. This will be useful for reference. In Part II 
the author seeks to analyse each of these lines of expenditure 
with special reference to two considerations; namely, first, its 
general economic and social effects; and second, any “ transfer” 
effects as between “‘ Richer and Poorer.”’ 

In the third part of the book Mr. Sykes attempts to summarise 
the conclusions which emerge from this analysis. This, however, 
is a task of almost impossible difficulty. He records, indeed, 
that in his judgment “no dire consequences have ensued for the 
national economy regarded as a whole ” from the freer distribution 
of public money to which we have grown accustomed ; and that 
the transfers of resources consequent upon the double process 
of taxation-cum-spending have had “ profound effects of a highly 
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favourable character.” But the attempt to support these pro- 
positions by elaborate quantitative analyses of the effects of 
taxation upon savings and of the incidence of taxation upon 
various classes of the community, as compared with the benefit 
which these derive from receipt of national debt interest or pay- 
ments through the social services, demands so many qualifications 
and includes so many uncertain factors that one wonders whether 
in the end the author’s conclusions (equally with the conclusions 
of others who have ventured into this field) rest upon much firmer 
foundation than general presumption. We know that saving 
and investment are not what they were in the days of good 
Queen Victoria; but when it comes to estimating what measure 
of responsibility for the change must be borne by the rise in 
rates of taxation, we are really only guessing. 

One further reflection is provoked by Mr. Sykes’ two con- 
cluding pages, in which he argues that there is a case for reducing 
the taxation upon reserve appropriations, bringing down “rigid 
wages”? and making certain economies in the social services, 
mainly on the ground that these measures would be beneficial 
to the balance of trade. Is it not time that we made up our 
minds as to what we mean by prosperity? Mr. Sykes points 
out that his proposals would impoverish a large part of the 
public and would in consequence reduce our expenditure upon 
the import of goods for direct personal consumption, although 
the “real national income” would, he believes, be increased by 
the same token. If the real national income is increased, some- 
body must get that increase, and we have a right to ask who that 
somebody is, when he is expected to get that increase and what, 
it is presumed, becomes of it in his hands? In itself, to impoverish 
anybody is a direct negation of prosperity, and it is therefore 
the more urgent that all economists whose plans for prosperity 
involve making some people poorer should be particularly explicit 
as to when and where and for whom extra riches are thereby 
created. Even in these days there is no purpose in abstinence for 
abstinence’s sake, though abstinence for due reward may be 
proper and necessary. 

Rather an interesting contrast with Mr. Sykes’ book is 
afforded by the final volume of the now familiar Mallet and 
George series of British Budgets—a volume, the publication of 
which Sir Bernard Mallet did not, unhappily, live to see. As 
before, the book consists of an historical analysis of the contents 
of every budget in the period covered, together with a summary 
of the budget debates in the House; followed, in Part II, by the 
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authors’ own comments and criticisms, which include a most useful 
and masterly summary of the whole sorry tale of war debts and 
reparations. The authors show themselves far more concerned 
than Mr. Sykes as to the possibly damaging effects of taxation 
on the modern scale upon the welfare of the nation as a whole. 
Indeed they are deeply imbued with the spirit of economy in the 
Gladstonian sense, and, quoting Lord Snowden, comment on the 
degree to which this conception of economy has faded from the 
minds even of “responsible statesmen.” In their judgment, 
experience shows that the growth of expenditure is a matter 
which can be left to take care of itself. ‘‘There is no fear that a 
reaction against expenditure on social services will be carried 
too far; ’’ and it is to the social services and to expenditure upon 
the armed services (which last, however, as the authors point 
out, is necessarily conditioned by international policies in the 
matter of disarmament) that every Chancellor of the Exchequer 
must inevitably turn in his search for something upon which he 
can economise. With Mr. Sykes they admit that only by guess- 
work can the part played by taxation in the causation of our 
present troubles be assessed ; but, while conceding that “it is no 
doubt to the advantage of the community as a whole that glaring 
inequalities of fortune should have been to some extent corrected,” 
they add a hint that the effect of present demands upon the tax- 
payer in checking savings and even crippling the public revenue 
itself may, in some future budget, “‘ necessitate a revision of the 
whole system of direct taxation with a view to its reduction 
and readjustment.” And they are, accordingly, at one with 
Mr. Sykes in desiring such a readjustment as will give more 
favourable treatment to the reserves of companies and traders 
destined for new investment. 

It remains only to add that the book is as lucid and readable 
as its predecessors; that, like them, it contains valuable tables 
and statistical material assembled in a most useful form; and 
that, notwithstanding the full analytical table of contents, the 


absence of an index is greatly to be deplored. 
BaRBARA WOOTTON 


The Triumph of Mediocrity in Business. By Horace SeEcrist, 
Ph.D. (Bureau of Business Research, North-western Uni- 
versity. 1933. Pp. 468.) 


Durtine@ the past decade Professor Secrist has made extensive 
studies of the efficiency of management of trading and banking 
firms in the United States. His findings have been published 
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from time to time by the Bureau of Business Research of North- 
western University. The standards used for measuring mana- 
gerial efficiency both in this and in the earlier studies have been 
the customary ratios such as gross profit margins, percentages 
of net sales absorbed by different types of expense, and profits 
on investment. In all the previous publications, although 
factors affecting efficiency have been the principal topics con- 
sidered, prices and the social implications of the facts discovered 
have come in for examination. 

Early in these investigations it was found that with the passage 
of time, both efficient (superior) and inefficient (inferior) firms 
became more like the average or the type for the sample of which 
they were a part. It is this “ regression to type ” of the superior 
firms that Professor Secrist examines more thoroughly in the 
book here reviewed. The “ triumph of mediocrity ” means, then, 
that if the accounts of a sample group of firms are followed through 
the years, the superior firms tend as a group to lose their pre- 
eminence and become more like the average. This statement 
does not mean, of course, that every individual firm may expect 
this experience, nor does it mean that the absolute efficiency or 
productiveness of the superior concerns necessarily declines. 

The book falls naturally into three parts. The first three 
chapters serve to orient the subject and to state the general 
conclusions. The last two contain the author’s proof that the 
tendency to mediocrity observed when studying the operating 
accounts of business is not found in certain other types of data. 
The intervening chapters, which make up the greater part of the 
book, present the factual material and the analyses used to prove 
the tendency to mediocrity. The businesses from which the 
facts are drawn include retail hardware and clothing stores, 
department stores, wholesale grocery concerns, banks and 
railroads. Space does not permit a description of the data or of 
the statistical methods employed. To the reviewer both appear 
to be adequate. The tendency to “‘ mediocrity ” as defined has 
been established. 

The significance of the findings is not entirely clear. As the 
author observes (p. 1), in many other kinds of human activity 
repeated trials bring proficiency. It may also be added that 
superiority coupled with striving and practice usually results in 
a maintained pre-eminence. But in business it is apparently 
otherwise. As stated in the book (p. 9), common sense would 
lead us to expect this difference. Unusual profits must disappear 
if competition is effective and the sources of those profits must 
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also vanish or become the common property of competitors. 
The businesses investigated are among the most competitive— 
railroads excepted. The tests of management, to repeat, are 
not capable of showing absolute progress or decline in productive- 
ness. Hence the implication (p. 38) that the failure of the superior 
firms to maintain their position indicates a defect in the com- 
petitive order seems not well-founded. Favourable profit 
situations, even such as arise from low expense ratios, are not 
always socially beneficial nor are they always the results of 
careful planning or a wise application of resources to production. 
Moreover, as Professor Secrist is careful to point out, the nature of 
the study precludes taking account of the progress or decline of 
new firms just as it does the course of those that fail. New firms 
or new types of organisation are often very profitable—show 
favourable operating ratios—soon after their establishment but 
fail to maintain the pace thus set. The history of the chain stores 
in the United States is an example. Hence, as the reviewer sees 
it, there is nothing in the book to prove that costs may not vary 
from low-cost to high-cost firms by a considerable amount and 
that this difference may not persist. From numerous scattered 
statements one infers that this point would be admitted by the 
author. 

The book is replete with facts, especially about merchandising 
concerns in the United States, compactly set out and conveniently 
analysed. These facts reveal many interesting conditions about 
business during the (chiefly) post-war years which cannot be noted 
here. The author has apparently tried to assemble as much 
data material as possible to support his conclusions and to apply 
a large number of tests to his statistical material to forestall 
criticism. Although these methods do not make for easy reading 


they inspire confidence in the results. 
F. B. GARVER 


University of Minnesota, U.S.A. 


British Industries and their Organisation. By G. C. ALLEN. 
(Longmans. Pp. x + 338. 10s. 6d.) 

AN important part of the work of economists has always been 
to observe the changing progress of productive effort in different 
regions, and to call attention to the interconnections and reper- 
cussions which the busy participants may need to take into 
account, but which they cannot be expected, because of their 
preoccupation with particular business technique, to perceive for 
themselves. There is a tendency to expect economists to do 
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more than that, and to pass judgment on the decisions which 
business men take in the conduct of their affairs. Cotton manu- 
facturers in Lancashire order their businesses differently from 
those of America or Japan, their scale and methods of operation 
are not the same; which of them is wrong? It is becoming an 
acid test of the serious student in this difficult field of study to 
notice whether he declines to pass judgments of this sort, but 
recognises rather the relativity to time and place of all cost 
structures and price relationships and sets out to examine how 
such differences as exist do, in fact, arise and persist. To attempt 
more is to pretend to an intimacy of knowledge of particular 
price relationships and specialist industrial technique which few 
detached economists can hope to acquire and to maintain. 

It is a special merit of Professor G. C. Allen’s refreshing study 
of British industries and their organisation that it contains few 
examples of these hasty, ill-informed opinions. Most of those 
which he does include are citations from the findings of Royal 
Commissions and of committees which wish to advocate a 
“ policy ” for an industry. After quoting them, Professor Allen 
generally proceeds to discover “ other more fundamental reasons ”’ 
for the disparities which exist between British and foreign organ- 
isation and methods of production; reasons which will probably 
prove more satisfying, to those who do not desire size for its own 
sake, than all the hypotheses which spring from the assumption 
that none but fools are business men in Britain. The desirability 
of larger units in the coal industry is normally an unargued 
assumption; but Professor Allen emphasises the part played by 
the merchant in blending the output of different pits in order to 
suit particular markets, and deprecates “ hindrances on his ability 
to select the coal he requires.” (A more critical analysis of the 
Coal Mines Act would surely have been justified here.) The 
smaller units in the British iron and steel industry, compared 
with those of Germany and the United States, are shown to be 
evoked by the peculiarities of conditions of supply and demand 
in Britain. “If, as is not improbable, she devotes an increasing 
proportion of her iron and steel capacity to the manufacture of 
specialities, then the small firm, like the small plant, may retain 
its importance.”’ In his analysis of these industries, and of the 
engineering (including the motor) industry, Professor Allen’s 
rich store of technical knowledge is adequate to explain why 
what is most imposing to the lay observer is not necessarily most 
appropriate to the market situation in which British manufac- 
turers find themselves. It is significant that in his discussion 
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of the cotton industry, in which Professor Allen tends to the 
popular, but for him unusual, conclusion that business men have 
failed in Britain to provide themselves with the most appropriate 
plant, and need to be coerced by outside interference to run their 
businesses differently, the examination of technique is scanty 
and unconvincing. There is still much more to be said in favour 
of specialised spinning firms, using the more adaptable mules, 
and separate manufacturers, operating ordinary looms, in Lanca- 
shire, than there is for a universal adoption of ring spindles and 
automatic looms by integrated firms on the American pattern. 
Professor Allen’s account of “ weak selling” in this industry, 
moreover, hardly convinces one that firms which must pay 
interest as well as prime costs will be able for long to undercut 
those that need not pay dividends. 

The staple industries are still widely regarded as homo- 
geneous groups of firms producing broadly the same manufac- 
tures under conditions so broadly similar that common interests 
emerge. Professor Allen’s detailed analysis of each of them 
brings out the real diversity, both of type and of interest, which 
distinguishes the constituent businesses. Little benefit is there- 
fore to be expected from his attempts to decide whether, within 
these ‘‘ industries,” knit together by accident of language rather 
than by economic similarity, the decline in one class of produc- 
tion, such as in pig iron and crude steel, is or is not offset by an 
improvement in another section; as, for instance, the produc- 
tion of special finished steels. Re-absorption of displaced workers 
is increasingly likely outside the “staple industry ” in which 
they become unemployed, rather than in another branch within 
it, if the section in which they were formerly employed fails to 
re-adapt itself to changed conditions. Professor Allen repeats, 
somewhat uncritically, the frequently-made contention that when 
a change occurs in productive technique, the older seats of an 
industry are handicapped, and that British industries suffer from 
this disadvantage (cf. especially pp. 3, 16, 42, 62 and 93). The 
exhaustion of mines is clearly a special case. In manufactur- 
ing industry, it can hardly be assumed that, in the absence of 
monopoly, new entrepreneurs will never find it profitable to 
commence operations in the older districts. In fact, so long as 
“external economies ”’ are available, they may be expected to 
prefer that location, other things being equal. New processes 
certainly tend to be invented and developed by the most skilled 
members of an industry, who are generally to be found in the 
older seats, as well as by amateurs elsewhere. 

No. 172.—voL. XLIv. K 
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Two chapters on the general post-war trend and on recent 
changes in structure conclude this useful account of the British 
staple industries. ARNOLD PLANT 


Modern Industry and the African. Edited by J. M. Davis. 
(Macmillan. Pp. 425. 12s. 6d.) 


Tuis is an inquiry made on behalf of the International Mis- 
sionary Council into conditions on the Central African Copper 
Belt by a “ team ” led by Mr. Merle Davis. Endless differences 
in detail make piecemeal investigations of this sort desirable ; 
but the survey loses a little for want of comparison with less 
complicated parts of Africa. Though intensified on the Copper 
Belt, the essential problem is the same in most parts. In Europe 
the Industrial Revolution grew directly out of the past. But 
in Africa rapid change imposed from without on a backward 
people is forcing these primitives through their Revolution in 
a generation. For want of organised government, of education, 
of ordinary amenities of hygiene and sanitation in what is often 
a deadly climate, with inefficient agriculture and very often 
inadequate, insufficiently varied diet, Africans are badly placed 
for adaptation to the demands made upon them by this inevitable 
contact with Western civilisation. 

To remedy these defects is in any case beyond the power 
of Europeans alone, but the capital required is sometimes 
obtainable by a short cut, the exploitation of mineral rather than 
of agricultural resources. African mining has its critics. The 
Rand, and even more strikingly the Katanga Province of the 
Congo, show the economic advantages of mining as a means to 
development as well as its human dangers. Mr. E. A. G. Robin- 
son’s analysis of the economic situation in Northern Rhodesia 
will more particulary interest readers of this JouRNAL. His 
first concern is the just balance between rural and urban which 
is essential for the foundations of the new political structure 
which is being ev@fved. Here he corrects alarmist impressions. 
Wage-earning has become a habit, virtually essential; and in a 
normal year there may be over 100,000 Northern Rhodesian 
natives—nearly 10 per cent. of the population—in gainful occu- 
pation of some sort. Yet the links of the vast majority of these 
workers with their homes on the land are still intact. The 
labour needs of the Copper Mines, as estimated in a particularly 
valuable analysis of the economic significance and prospects of 
the mining industry, he puts at no more than some 16,000 per 
annum. The great issue: of policy is “ stabilisation,” i.e. the 
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practice deliberately followed in the Belgian Congo of encouraging 
permanent urbanisation of mine-workers and their families. 
While mining may be too insecure to provide a permanent basis 
of life for large numbers, West African experience would suggest 
that some such division of labour is essential to economic progress. 
Mr. Robinson shows how, without improved communications, 
Northern Rhodesian towns will, as now, collect hangers-on 
rather than provide a market-centre for the rural community. 
He also rightly touches on the strangling effects of a currency 
where the lowest unit is the “ticky ” (3d.); this view is borne 
out by the success and popularity of the tenth-of-a-penny coins 
in the village markets of the West Coast. 

The merit of the book is its fresh straightforward account 
of the facts as they are, including deformities which many familiar 
with African conditions are in danger of missing or condoning. 
The defect is perhaps a disposition to accept prevailing views 
too meekly. Mr. Merle Davis demolishes in his stride, let us 
hope once and for all, the old fiction that a -mission-educated 
African is an African “ spoilt,” and there is much else of value 
on agriculture and the like. But we might have looked for a 
less fatalistic acceptance of the advantages of cheap labour, 
and of the policy of penning Africans in “ Reserves” (as only 
recently adopted by Northern Rhodesia). A missionary inquiry 
might also have made more of the fundamental problem of health, 
which has only two scant index references. Ill-health alone is 
almost enough to account for African backwardness. The 
typical African is not the lusty Zulu warrior of tradition, but 
rather the under-nourished, malaria- and parasite-infested un- 
fortunate who on the Congo mines is systematically put through 
a month’s health course and gentle training before being turned 
on to fuil work. ‘ 

The desirability of various ‘“‘ types” of education, adapted 
(by experts) to suit (expert) ideas of varying African needs, is 
a little questionable, and Mr. Davis at least sees the possibilities 
of adult education. The aim should above all be to teach the 
African how to learn. Some of the political doctrine about 
“ Indirect Rule ” is also questionable and might well have laid 
less stress on the importance of the chief. There is a very strong 
revolt among educated Africans against being merely thrown 
back into tribalism and, as all the writers grasp (especially Pro- 
fessor Coulter in Chap. VII), the biggest fact in modern Africa is 
the emergence of this class of westward-looking individualists, who 


remind one rather of our own Renaissance. W.M. MaAcmILian 
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Russia in Transition. By Exisua M. Frirepman. (Allen and 
Unwin. 1933. Pp. xxxiv + 614. 21s.) 


Ir one is impressed by the weight or price of a volume, the 
legend on the dust-cover, masses of figures and a complicated 
table of contents, and if one accepts without question the opinion 
of publishers and authors as to what is of scientific value, one 
may possibly evaluate this book as a serious contribution to 
economic science. The book is called, in a sub-title, “‘ A Business 
Man’s Appraisal,” and is described on the dust-cover as having 
been written “from the view-point of the unbiassed and skilled 
economic analyst.” Such contradictory descriptions of the 
authorship are some clue to the contents of this enormous con- 
glomeration of snappy generalisations, inaccuracies and statistics. 

The book was written under the following conditions. The 
writer “‘ visited Russia during part of July and August of 1930” 
(p. viii), where he “spoke in Russian, through an interpreter ” 
(p. ix). The book, he writes, came into existence in the following 
way :—‘ Upon my return there were many inquiries by friends. 
Some asked for a memorandum of my trip. I began to write it 
and found that it grew in the process. Ultimately the report 
grew into the present volume ” (p. viii). Finally, we may add 
on our own initiative the book was published in England in 1933, 
approximately three years out of date. 

In spite of his own and the publishers’ declarations to the con- 
trary, the writer is not free from certain prejudices in approaching 
his subject. After several years of crisis he confidently writes 
that capitalism “is increasingly efficient” (p. 45), in implied con- 
trast to the U.S.S.R., and he has certain ideas concerning (1) the 
nature of Bolshevism, (2) the necessity for comparing the Russian 
with the French Revolution, and (3) the Russian character, which, 
while anything but accurate, are very representative of a certain 
type of foreign observer. A flair for rash generalisations, an 
obsession for rhetorical questions, and a leaning towards the 
sensational rather than the accurate; these are the qualities 
which go to the making of so many “studies” of the “ New 
Russia,” and they are found here in all exuberance. _ 

Part of the inaccuracy of the book can be explained, but not 
justified, by the fact that the author was last in the U.S.S.R. in 
1930. Thus, the statement that “The great department store 
in Moscow, Mostorg, is practically bare of merchandise. Instead 
of goods the windows contain busts of Lenin or placards carrying 
revolutionary propaganda ” (p. 193), while true three years ago, 
is not true to-day. But it appears in the book in the present 
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tense. But other inaccuracies, such as the statement that in 
addition to the five annual public holidays which were decreed 
in 1929 there are now three more, subsequently added, have no 
justification, and no source is given to justify such statements. 

The lack of any adequate standard of judgment on the part 
of this writer is well illustrated by the following remarks :—“ M. 
Molotov based this pronouncement on the imaginary Gosplan 
increase (of production) of 38-3 per cent. for 1931, and on the 
real pre-war average annual increase of 2-6 per cent.” (p. 102). 
The Soviet authorities accepted Professor S. N. Prokopovich’s 
estimate for before the war as correct. Professor Prokopovich, 
however, does not accept the Soviet figure for 1931 as correct. 
The author of this book, without any further discussion or sifting 
of the evidence, refers to Professor Prokopovich’s pre-war figure 
as “real” and the Gosplan’s figure as “imaginary.” So much 
for his faith in Soviet statistics. And yet, twenty-three pages 
further on he writes: ‘‘ Has the Five-Year Plan actually worked 
in Russia? Generally speaking, the quotas are being-realised ”’ 
(p. 125). Such inconsistency does not enhance the value of the 
book. 

While correctly attacking attempts to translate prices and 
wages direct from roubles to dollars, Mr. Friedman does not 
hesitate frequently to do so. And having criticised those who 
have translated at the official rate of exchange he frequently does 
so himself, as well as also taking the unofficial “ black ” exchange 
rate that prevails in Warsaw and Berlin. This is, of course, still 
less reliable, since it has no relation at all to purchasing power, 
as it is not allowed to import the roubles so obtained into the 
U.S.S.R. They represent cash taken out by those leaving the 
country, found completely useless, and therefore sold off at a 
nominal price, to be smuggled in again in small quantities by a 
few of the more venturesome tourists, rather as a bottle of eau- 
de-cologne is frequently brought to England from France by a 
week-end tripper. To take such a rate of exchange as a measure 
of purchasing power parity is obviously utterly absurd. 

Nowhere in this book is there any useful material, statistical or 
otherwise, that has not already appeared in English. While 
there are hundreds of references, they are rarely backed up by 
an actual quotation, so that it is impossible, without great 
trouble, to check the writer’s interpretation of the material he 
professes to be quoting. Much of what is said, which rests on 
the author’s own experience in the U.S.S.R., is completely out of 
date. We may confidently recommend those who are interested 
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in Soviet affairs not to wade through the six hundred pages of 
this tome in search of new material or balanced judgments about 


the course of current Soviet development. 
P. A. Stoan 
Moscow, 
August 1933. 


State Socialism in Victoria. By ¥.W.Eaateston. (P.S. King. 
1932. Pp. 346. 15s.) 


Tuis is the book of a disillusioned man. From 1924 to 1927 
the writer occupied several ministerial posts in Victorian govern- 
ments, including those of Minister of Railways and Minister of 
Water Supply. During this time, he says, “‘ I was converted from 
a strong advocate of public ownership and operation of all common 
services to the view that under present circumstances the con- 
ditions for the successful public operation of many of these 
services do not exist in Victoria.” 

He gives a well-documented account of the results of all the 
chief public services in Victoria. Undoubtedly most of them have 
not been financial successes. By 1929, out of £34 million invested 
by Victoria in closer settlement, £10 million was “hopelessly 
lost’; ‘‘the Victorian railways have been established over 
seventy years, and only in seventeen years have they shown a 
balance on the right side”; and soon. _ 

There are well-known retorts to facts like these. Private 
business also has its failures. Money spent publicly may raise 
productivity and real incomes in ways not reflected in the accounts 
of the undertakings. A community may pursue aims, such as 
promoting rural settlement or diminishing inequality, which 
involve unremunerative ’’ expenditure. The writer brushes 
aside such retorts. He is speaking of what he knows; he has 
looked waste and folly in the face. Some of the details make 
interesting reading. 

He does not blame the officials, indeed he has only praise for 
them. He finds the main trouble in “a failure of the individual 
citizen in his relation to the State.” Railway workers, controlling 
perhaps 100,000 votes, exert political pressure for better con- 
ditions, wheat-growers insist on lower freights, and the result of all 
the different pulls from interested parties is unco-ordinated and 
unwise policy. ‘‘ Victoria has succeeded only where it has taken 
control out of the hands of Parliament ”’ and transferred it to a 
statutory corporation with financial autonomy. 

Yet would the wider adoption of this device have been a 
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complete solution? I think not. Australian policy seems to 
have had two fundamental defects. The first is that the means 
adopted have not been suited to the ends desired. Thus the main 
end has been a higher standard of living. The widespread belief 
that one path to this goal is “the full utilisation of natural 
resources ” has led to schemes of closer settlement, to railway 
lines which have never paid, and to projects for extracting any 
valuable minerals known to- exist. Even responsible statesmen 
have not understood that greater production per head would 
come from leaving some resources unused than from public 
developmental schemes which private enterprise would not touch. 
The second defect is that conflicting aims have been pursued. 
For example, Australia has tried both to foster manufacturing 
and to place more people on the land. The result has been a 
kind of tug-of-war between the tariff and public expenditure on 
inland transport, irrigation, and similar objects. Perhaps these 
defects partly explain why one of Victoria’s leading statesmen 
is now convinced that Australia should make some return towards 


laisser-faire. 
FREDERIC BENHAM 


The Australian Price-Structure, 1932. Edited by E. O. G. SHann 
and D. B. Coptanp, C.M.G. (Sydney: Angus and Robert- 
son. Pp. 253. 5s.) 


Ir was a happy thought of Professors Shann and Copland to 
select and publish speeches, statements, reports, and other 
documents illustrating the movement of opinion and events in 
Australia. This collection, like the two previous ones, is well 
chosen. It covers the year November 1931 to November 1932 
and deals mainly with budgets, monetary policy, and trade policy. 

The year under review is described in the Introduction as one 
of consolidation and perhaps of a little uphill recovery. Definite 
progress has been made towards balanced budgets; this goal must 
remain the “central principle” of policy. Probably even 
advocates of inflation would agree, for the success of an 
unbalanced-budget policy must depend largely on the mental 
reaction it creates and this in turn upon the record of the country 
concerned. During the slump the public floating debt has been 
greatly increased and the volume of bank credit thereby main- 
tained; the editors think the time is not opportune for any sharp 
restriction of Treasury Bills. Their reminder that Australia has 
been helped by a run of good seasons is very necessary; it could 
well be urged that adjustment should go further before the future 
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can be faced with confidence. There seems to be a lack of 
enthusiasm in Australia for the Ottawa agreements. 
FREDERIC BENHAM 


Co-operation and Charles Gide. Edited by Karu WALTER. 
(London, P. S. King, 1933. Pp. 178. 8s. 6d.) 


Tus is a symposium to Charles Gide, the Grand Old Man of 
French Co-operation, who died on March 16, 1932. Very appro- 
priately it consists of two parts : (1) A series of appreciations by 
his colleagues, by the editor Karl Walter, the present secretary 
of the Horace Plunkett Foundation, and by Charles Rist, William 
Oualid, Bernard Lavergne, A. Daudé-Bancel and Louis Tardy ; 
and (2) the papers of the Paris meeting of the International 
Institute for the Study of Co-operation—an association organised 
by Gide at the end of his life. 

From 1921 to 1930 Gide held at the Collége de France a chair 
of co-operation which was established in his honour by the co- 
operators of France. Each year he gave a different course, and 
published the results in a series of small books, among which 
may be mentioned in particular Co-operation Abroad (England 
and Russia), Co-operation in the Latin Countries, and The French 
Co-operatives during the War. These are of high value for the 
study of the co-operative movement since 1914. 

Gide was an idealist, with a catholic and social mind, yet at the 
same time he was a profound thinker. He did for France, and 
very much at the same time, what Marshall did for England. 
He rescued economics from the doctrinaire aridities of individual- 
ism. ‘‘Co-operator because he was Protestant and idealist; 
social encyclopedist because his heart and mind were always 
awake ”’ (p. 62)—so he is summed up by Prof. Lavergne, on whom 
Gide’s mantle has fallen. It is, however, a flaw in Prof. Lavergne’s 
estimate that he omits all reference to Marshall’s masterly presi- 
dential address to the Congress of the Co-operative Union at 
Ipswich in 1889. We are invited to believe as a matter of 
doctrinal history that Mrs. Sidney Webb in her book of 1891, 
The Co-operative Movement in Great Britain, and Gide in his 
various lectures of that period were the first to formulate the 
doctrine of consumers’ co-operation. Mrs. Webb was certainly 
the first to come out strongly against workers’ co-operative 
production, and she did that side of the co-operative movement 
(many of us think) less than justice. But between Robert Owen 
and either Mrs. Webb or Charles Gide there were important writers 
like Dr. William King of Brighton, G. J. Holyoake, Vansittart 
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Neale and Marshall himself, who appreciated and evaluated the 
purpose and achievement of the co-operative stores and their 
federal wholesales. It is quite true that these men considered 
producers’ co-operation to be an integral part of the co-operative 
movement, but can you claim to be the author of the doctrine 
of consumers’ co-operation merely because you are the first to 
assert that consumers’ co-operation is the only sort, or of necessity 
the superior sort, of co-operation? The old feud between pro- 
ducers’ and consumers’ co-operation has lamed co-operation in its 
fight against competitive capitalism. Gide was catholic. This 
was the finest side of his work. He wanted co-operation to 
succeed in every land in the way that was most congenial to it; 
and this desire was sometimes at variance with his philosophic 
preference for the co-operation of consumers. He, therefore, 
gave his loyal support to the International Co-operative Alliance. 
He hated national war, as he hated economic war. 
_ Gide was social. One might almost say that he was a social 
economist rather than a political economist. His~ Principles 
have been translated into English and read by thousands, as well 
as by tens of thousands on the Continent. He is mentally less 
exacting than our own classics, but his main attraction was 
that he tried to weave his co-operation into his economics and to 
present his readers with a co-operative economics. Professor 
Lavergne is following in his footsteps here by enlarging the 
conception of consumers’ co-operation to include co-operatively 
owned public utilities (in the French, régies co-operatives). For 
this is the difficulty of a co-operative economics. Co-operation 
covers only a small part of the economic scene. Co-operators 
may hope to transform ultimately the whole of economic society ; 
but at any given time our economics, if it is to be useful, must 
interpret our economy as it is. I have just returned from a visit 
to the co-operatives of Paris. They are important, but it would 
be absurd to pretend that they constitute the main element in the 
economic life of Paris ; and I sometimes wonder if those who claim 
that co-operation can do everything are really advancing its cause. 

Meanwhile, this book is to be highly commended. The 
papers with which it closes discuss problems of profound signifi- 
cance to the agricultural and industrial economy of Europe and 
the Tropics. All of them are good, and two stand out: “ Re- 
lations between Agricultural and Consumers’ Co-operative 
Societies,” by Dr. Karl Ihrig of Budapest, and “ Co-operative 
Methods in Tropical Countries,” by C. F. Strickland, I.C.S. 

C. R. Fay 
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The Philosophy of Henry George. By Grorce RAYMOND GEIGER, 
Pu.D. (New York: Macmillan Company, 1933. Pp. xiii + 
581. 15s.) 


PROFESSOR GEIGER has given us an interesting and readable 
account of the work of Henry George, together with a critical 
appreciation of his position in the world of thought. The public 
and even the students of economics are apt to think of Henry 
George—when they happen to remember him—only as the 
originator of an unpractical and discredited theory of taxation. 
Professor Geiger is concerned to show him as a philosopher, a man 
indeed of a single idea, but an idea which broadened until it 
became a comprehensive social philosophy. Poverty, though 
apparently an economic phenomenon, is an ethical and philo- 
sophical problem, and it was, in George’s view, the failure to appre- 
ciate this connection, and the consequent divorce of economic 
questions from ethical considerations, that were responsible for 
the very small measure of progress hitherto made by mankind. 
The reconciliation between economics and ethics gives George 
no trouble : on the contrary, his simple economic solution provides 
a ready starting-point for his philosophical theories. For man, he 
holds, freed from the degrading effects of insecurity and want, will 
naturally develop and promote a perfect state of society. In this 
respect George seems to differ from other idealists only in the sim- 
plicity of his remedies and the directness of his short cut to 
perfection. 

Whether this is the conclusion which Professor Geiger would 
wish his readers to draw is not quite clear. The volume, which 
is lengthy though never tedious, traces the growth of George’s 
economic thought, and shows how neatly his system of land values 
fits into the theories of the classical economists, whom, as it hap- 
pens, he had not read until after the formation of his own doctrines. 
A chapter on ‘“‘ George and Socialism ” shows how the orthodox 
socialist necessarily regarded George’s solution as partial and 
inadequate, while in the latter’s view, socialism missed the true 
inwardness of the problem it attacked, and proved itself destitute 
of any central or guiding principle. George is credited with the 
spectacular conversion to his views of Tolstoi and Mr. Bernard 
Shaw; he is proved to have exercised considerable influence on 
the thought of Mr. Sidney Webb, Mr. Tom Mann and other British 
reformers. In America, on the other hand, there is a disappointing 
lack of connection between his teaching and actual social reform. 

Professor Geiger has succeeded admirably in his presentation 
of Henry George as man, economist and philosopher. The 
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passages quoted from Progress and Poverty and from later works 
are effectively selected and well adapted to illustrate the vigour, 
eloquence and sincerity of George’s exposition and the remarkable 
and enduring charm of his prose. The reader will easily accept 
the connection so clearly established between economic and 
ethical problems: no thoughtful student to-day would question 
either the degrading effects of poverty or the injustice of private 
appropriation of the unearned increment of land values. But 
there is missing from the volume any attempt at critical estimation 
of George’s universal economic panacea. The land does not bulk 
so large in the thought of to-day, and Henry George’s attack on 
this special department of privilege, unless it is to be regarded 
as a matter of merely historical interest, might well have been 
more adequately discussed. Professor Geiger does no more than 
quote very briefly and with little comment the criticism of a few 
latter-day economists, but perhaps he will give us another volume 


on this aspect of the question. - 
H. ReynarpD 


The Industrial Crisis: Its Causes and its Lessons. By LiEvt.- 
Cou. K. E. Epcrewortu. (George Allen and Unwin. 1933. 
Pp. 208. 5s. net.) 


READERS of the Economic JourNAL will be glad to welcome 
this little book by a cousin of their late Editor. Lieut.-Col. 
Edgeworth gives an outline of economic theory and its application 
to the conditions of the present depression, partly for the in- 
formation of the non-technical reader and partly in the hope 
of assisting to create an intelligent public opinion on these matters. 
He seems to have’ taken pains in his own study of the subject : 
his treatment is not that of an amateur, and he has wrestled 
with the Treatise on Money, accepting its conclusions on the 
whole—further evidence of the influence which this work is 
exerting. 

Most of the book is an account of tendencies towards dis- 
equilibrium and the mechanism by which they are or are not 
corrected : the author considers that fluctuations in the volume 
of foreign loans and in the active circulation are the most im- 
portant. Towards the end he makes a number of suggestions of 
some interest—for example, that the economic system should be 
“‘ stiffened” (in the engineering sense) against all oscillatory 
movements, while forcing adjustments to permanent changes in 
the situation. The difficulty which seems to be facing the world 
at present is that the second kind of movements are impeded, 
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while nothing is done to prevent the first : it is exceedingly hard 
to decide which is which in time for the decision to be useful. 
He also suggests that much more control should be exercised 
over foreign investments, and in particular that long-term loans 
should only be made to countries which make goods that the 
lending country is prepared to use. Most economists would 
agree with him that foreign lenders have been very rash and 
undiscriminating, though they will not be so optimistic about 
the future. Thus on p. 187 he says, ‘“‘ Bankers and economists 
should have warned the politician of the danger ” (in the foreign 
lending situation before the slump). Bankers and economists 
will not agree, nor politicians pay much attention to them if 
they do. 

The author’s suggestions for the restoration of the volume 
of investment in order to increase the active circulation are 
too cautious : if the budget is to remain balanced and all public 
expenditure must supply “ real needs ” (p. 195), we might as well 
wait until a depression ends from its own expansionist forces. 
Mr. Keynes has put the case much better than this. 

The book, though interesting, is written in a somewhat dis- 
jointed manner, which will make it difficult for the lay reader 
to appreciate, while it is mostly on ground already familiar to 
the professional economist. 


Trinity College, 
Oxford. 


R. L. 


Product Money. By Str Leo Cutozza Monry. (Methuen. Pp. 
172. 5s.) 


Ir we may describe as having a monetary crotchet a person 
who, being unable to “ pierce the monetary veil and see what is 
happening in terms of real goods and services,”’ blames the present 
currency system for all sorts of non-monetary troubles, then Sir 
Leo Chiozza Money has in this book abundantly vindicated his 
claim to be regarded as such a person. He is satisfied that our 
present distresses are due not to the World War or tariffs or 
capitalism, but to the absurdity of our monetary mechanism. 
What is wrong is that the purchasing power which we use for 
buying consumption goods and services takes the form of a gener- 
ally circulating medium, and that the possession or acquisition of 
it in no way pre-supposes any productive activity. And he 
advocates the substitution of a system of notes or certificates to 
be issued against productive work, and to be destroyed as soon as 
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they are exchanged against consumption goods. The following 
are the chief benefits which he expects from such a reform : 


1. The search for profits will be eliminated; nobody will have 
money who does not do useful work. 

2. Poverty will be eliminated; all who do useful work will 
have money to spend. 

3. Over-production will be eliminated; no more coffee will be 
destroyed nor sardines thrown back into the sea. 

4, The wastes of advertising and inefficient distribution will be 

eliminated. 

. Unemployment will be eliminated. 

. The Trade cycle will be eliminated. 

. The burden of taxation will be enormously lightened. 

. International trade will be put on a rational footing. 


There is no need to examine here the analysis whereby the 
case for “ product money ”’ is established—partly because it is 
in itself so extremely sketchy ; partly because the hosts of previous 
proposals of this type have so often been faithfully dealt with by 
economists; but most of all because Sir Leo himself is perfectly 
aware that a mere monetary reform will bring about few if any of 
the above list of desirable results. In this respect he is less logical 
than the majority of his fellow-heretics. For they as a rule 
really believe that monetary wrongs can be righted by monetary 
remedies. He, on the contrary, presents us with a formidable list 
of supplementary proposals, involving in effect the complete 
reorganisation of our economic life. Industry is to be run by 
Guilds, there is to be National Planning—“‘a matter of easy 
accomplishment for so small an area as Great Britain ” (p. 107)— 
international trade is to be centrally controlled, and so on. 

And indeed some of these proposals may be excellent and 
might lead, if successfully carried through, to a better standard 
of life for our poorer classes. But in that case one further reform 
would be necessary—to drop the absurd and exploded system of 
labour notes or product money as the basis of the national 
currency. 


The Queen’s College, 
Oxford. 


cost 


L. M. Fraser 


Gold. By various authors. (The “Times” Publishing Com- 
pany, Ltd. Pp. 238. 6s.) 

Tuis useful survey of the gold question includes the technical 

problems and geographical distribution of mining; coinage; the 
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bullion market, the Bank and the Mint; as well as articles on 
the economics of gold currency. Among the latter are brief 
reviews of the Gold Standard by Professor Gregory and Mr. 
Hartley Withers; the problem of monetary gold stocks by Sir 
H. Strakosch; paper systems, by Prof. Robbins; and there is 
appended, as a valuable addition to the volume, the revised 
Trade Cycle Chart of Mr. Joseph Kitchin. 


Old and Scarce Tracts on Money. With a Preface by J. R. 
McCuttocu. Photographed from the original Volume 
printed for the Political Economy Club, 1856. (London : 
P. 8. King. Pp. 637. 15s.) 


Tus volume was first printed by the London Political Economy 
Club for distribution among its members. It is now made more 
generally available. The fourteen Tracts included are: A 
Discourse of Coin and Coinage, by Rice Vaughan (1675); Speech 
of Sir Robert Cotton before the Privy Council, 1626, against the 
proposed degradation of the coinage; Advice of H.M. Council of 
Trade concerning the Exportation of Gold and Silver in Foreign 
Coins and Bullion (1660); Sir W. Petty’s Quantulumcumque 
(1682); A Report containing an Essay for the Amendment of the 
Silver Coins (1695) ; Note on the Re-coinage of 1696-99 ; Representa- 
tions by Sir Isaac Newton on the Subject of Money, 1712-17; 
Tables, illustrative of the Changes in the Standard and Weight of 
English Money, from the Conquest down to 1717; Note on Scotch 
Money, showing its Successive Changes, from 1107 to 1707; Ob- 
servations on Coin in general, with Proposals for regulating the 
value of Coin in Ireland, by T. Prior (1729), described by McCulloch 
as the most valuable work on the coins of Ireland which had 
at that time (1856) appeared; An Hssay on Money and Coins, 
by Joseph Harris (1757-8), including the Theories of Commerce, 
Money, and Exchanges; Reflections on Coin in general (1762); 
Inquiry into the value of the Ancient Greek and Roman Money, 
by Matthew Raper (1771); and Tables of Greek and Roman 
Money. As the original issue was only 125 copies, this finely 
reprinted volume should be welcome to students and libraries. 


Outline of Political Economy. By T. Lapipus and K. Ostro- 
VITYANOV. (Martin Lawrence, Ltd. Pp. 546.) 


Tus is the text-book of Soviet economics. But while it 
is admittedly written to deal particularly with the economics of 
the Soviet Union, it also claims to be a text-book of Political 
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Economy. It is a popular exposition of Marxian argument, 
and is arranged so that private students and tutors may test 
themselves and their pupils by using the materials for study 
and test exercises, which are appended to each chapter. The 
book is of interest for a positive understanding of the mentality 
that is being created in Russia, and much of it also for its own 
sake. It hardly lends itself to review; and its own missionary 
purpose is to be seen in the Prefatory Note, which says that 
“the study of political economy by English-speaking students 
has hitherto been rendered difficult by the paucity of books in 
English dealing with Marxian economics.” 
D. H. M. 
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NOTES AND MEMORANDA 


THE UNEMPLOYMENT BILL 


Tue dominant feature of the National Government’s Unem- 
ployment Bill is the proposal in Part II to establish a new 
centralised service under an independent board to minister to 
the needs of unemployed persons and their families. Insurance 
is to be left where it is, but the Unemployment Assistance Board 
is to relieve the Ministry of Labour of the million workless persons 
now drawing Transitional Payments, and to take over a great 
part of the burden of able-bodied poverty which has hitherto 
always been a local government responsibility. In this arrange- 
ment, which is contrary to the recommendation made by the 
Royal Commission in November 1932, the Government and 
H.M. Treasury are understood to discern many advantages, 
including a better observance of the financial proprieties. That 
the scheme in the Bill may offer the easiest way of escape, or at 
any rate of temporary escape from certain embarrassing problems 
of central and local finance may be true enough, but assuredly the 
contrivance of a three-tier scheme of relief for Unemployment, 
under three separate authorities, does not look so good as a 
measure of permanent reconstruction. 

Contributory Insurance, giving flat rates of benefits to genuinely 
unemployed contributors for limited periods, is still to be the 
first tier, and is to be managed by the Ministry of Labour. As 
the third tier, the local services of Public Assistance, Public 
Health and Education (medical attention and school meals) 
are to continue to deal with the varied needs of the poor as a 
whole, including the residual needs of families receiving payments 
under the State schemes. In between national insurance and these 
local services, the Bill interpolates the Unemployment Assistance 
Board to deal with one special type of poverty—+.e. the poverty 
of families, one of whose supporting members is unemployed, 
and satisfies certain elementary conditions. 

According to the statements of Ministers and the text of the 
Bill, the Board is to care both for the industrial needs of its 
clients and for their social needs. Its allowances are to be subject 
to no limit of time or amount. It may supplement benefit or 
wages, and is to be kinder than the Poor Law. It can, however, 
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do nothing for sickness, for mothers or for children, and it can 
only give subsistence for just so long as one of the bread-winners 
is unemployed and eligible for allowances. That means that 
thousands of families will oscillate between the Board and local 
services, each with its different means test, and that some will 
have to be helped by both simultaneously. The obvious assump- 
tion underlying Part II of the Bill is that the needs of the 
‘“‘ynemployed ” families and-ordinary social poverty are in two 
separate categories, and can be distinguished in practical ad- 
ministration. If, however, such a basic assumption proves to be 
a complete fallacy, then, on this issue alone, the Bill is certain 
to cause much confusion, and some damage to the local social 
services as a whole. Further legislation will soon be required, 
and there are those who already see in the Bill the beginning 
of the break-up of local government and the centralisation, not 
only of the remainder of public assistance, but also of the public 
health, and perhaps even the education services. What, however, 
is certain, is that in thousands of poverty cases there.will be no 
clear line between the proper functions of these local services and 
the functions of the new Board. Expense to the rates will mean 
a saving to the Board, unless the Bill is amended to provide for 
wholesale re-imbursement by the latter for all services rendered 
to families one of whose members is a client of the Board. 

This new intermediate service for the unemployed and their 
families is also calculated to prove a most uneasy partner for the 
Unemployment Insurance Scheme. The allowances of the 
Unemployment Assistance Board are to cover total monetary 
needs, including rent. They are to be freely granted above benefit 
rates, wherever the Board so decides, among the two or three 
million cases that will come to them in the course of a year. 
This means that the fully covered contributor will often find 
himself drawing less than the non-contributor at the same 
Employment Exchange, and, since the involuntariness of the 
unemployment is not a condition for the allowances, the man who 
has been refused insurance benefit because he abandoned his 
work without just cause, may then proceed to draw a larger sum 
from the Board. 

It may be too soon to say that no contributory scheme can 
endure against this kind of competition, but the establishment 
of two centralised services to do the same job for the same class 
of workers at any rate makes a present of a new argument to 
those who repudiate contributory benefits and demand some kind 


of uniform State payment for all types of unemployed ins 
No. 172.—vo.. xtiv. 
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From this angle, as well as to avert some of the administrative 
difficulties referred to above, would not the Government have 
been wiser to raise benefits a little and then ensure that the 
allowances under Part II of this scheme should never exceed 
benefit rates? No one would have blamed them if they had left 
the relief of any residual margin of poverty to the local authorities 


as at present. 
Ronautp C. Davison 


A NoTE ON THE PERIOD OF PRODUCTION 


Tue December issue of the Economic JouRNAL contains two 
extremely interesting contributions, by Mr. C. H. P. Gifford and 
Mr. Martin Hill, to the problem of measuring the “length of 
the period of production.” As has been pointed out by both 
authors, this notion is not without significance for the under- 
standing of recent discussions on business cycles. A few further 
remarks may be permitted.! 

The definition of the length of the period given by Mr. Gifford 
seems to be all the more valuable as it proves, if duly modified, to 
be identical with another interesting economic magnitude, viz. the 
ratio of the total value of existing commodities (“stocks”) to the 
value of the current income (or consumption) “flow.” Slightly 
modifying Mr. Gifford’s notation let V(x) be the number of units 
of services added per unit of time at time ¢ — x on commodities 
consumed at time ¢, and L(x) be the cost of the joint product of 
these services and of all those added in the preceding stages of 
production. Then L(O), which corresponds to L in Mr. Gifford’s 
notation, is the total cost of the finished products consumed per 
time unit; it is identical, in a stationary society, with the total 
income. Obviously 


@ 
L(z,) = — > 0 (2) 
L(0) = — Vax > 0, 


Mr. Gifford defines (mutatis mutandis) the length of production R 


1 I owe much to Dr. London (Oxford). 
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as the average of the consumption-distances x weighted according 
to the respective amounts of services applied : 


= 
[ 


It is easy to show that the numerator of the last fraction is equal 
to the total value of existing commodities, if a stationary society 
is assumed. In fact, commodities which are being produced at 
a consumption-distance x and are moving to the consumption- 
distance x — dx form stocks whose value (= value of product per 
time unit multiplied by the stock duration) is L(x)dxz; the total 
value K of all stocks is therefore : 


0 
Lz 

4 
A 

B 
P B 
D 
\ 
\ ¢ 
0 E’E PF 


Curve ABC = “ function of manufacture”’: L = L(z). 
Length BE = product flow at consumption-distance OZ. 
» » zero (= total con- 
sumption). 
Area BEE’B’ = stocks between the consumption-distances OF and OL’. 
», AO..CA = stocks between the consumption-distances O and o(= total 
stocks). 
The slope of B’B = labour added per time-unit at cons.-distance OL. 
Length PQ = B’D = labour added at the interval between OF and OL’. 


1 Professor Pigou’s definition of the period of production as “‘ the time interval 
between the centre of gravity of labour employed and the...sale of the finished 
product ”’ is probably adequately expressed by the formula of Mr. Gifford, which 
has indeed a certain analogy with the formula for one co-ordinate of the centre 
of gravity. (Cf. Theory of Unemployment, p. 57.) ‘ 

L 
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Since K, the total value of stocks, must be finite, the area limited 
by L(x) and the positive parts of the co-ordinate axes (see diagram) 
does not change if the axes are interchanged : 


It follows then, by (4), (1) and (5) that 


0 


so that the “ average delay ” of Mr. Gifford is identical with the 
ratio of stocks to income, so long as stationary conditions are 
assumed.” 

Our definition differs, however, from Mr. Gifford’s in so far as 
our L(x) contains labour as well as capital services; Mr. Gifford 
considers labour only. Let L(x) consist of U(x) labour and m(zx) 


capital services and put 4 = J "Ua)de and p = | “m(a)de. Then 
Mr. Gifford’s length of production is R, = oa , our length of 
production is R, = lone and the capital per head is 
R, = Me) Eee), Let the interest rate be J. By solving the 
equation 
m(x) = + Ip(x) 
in respect to m we find 
m(x) = [C — 


1 More strictly, the economic fact of K’s being finite means that the function 
I(x) must have, in addition to the properties (1) and (3), the property 
1 
L(2) < give’ 
where a(>0) may be made as small as we please; therefore 


z= @ 


=0; 


2 In terms of our diagram, the same area ABC..xO is obtained whether we 
sum up the infinitesimal areas of the type PQBB’ (i.e. the ‘“‘ values added ”’ 
multiplied by the corresponding consumption-distances) or the infinitesimal 
areas of the type H’EBB’ (i.e. the stocks). 


and by (3), 


_ 
[Vax 
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C being a constant. We may, thus, express R,, R, and R, in 
terms of a common argument ((x) t.e. in terms of the time-distri- 
bution of labour only. We may also transform R, in R, or Rs, 
etc. 

Modifying Mr. Gifford’s definition in our way we may easily 
apply it to both cases given by Mr. Martin Hill, in the same issue 
of the Economic JouRNAL, and considered by him as examples of 
two different ‘‘ methods of reckoning.” Mr. Hill’s statement that, 
although in a stationary society, “‘ the periods yielded by the two 
methods of reckoning may not be of identical length, their be- 
haviour will correspond” (p. 603), requires further elucidation. 
I think that in a stationary society both methods yield exactly 
identical results. In the first example (p. 600), drawn from 
Béhm-Bawerk, “if the production of a commodity requires in all 
100 days of labour, of which one day was spent 10 years before the 
completion of the commodity, another 9 years before, others 
respectively 8, 7, 6, 5, 4, 3, 2, and 1 years before, while the re- 
maining 90 days were expended immediately before the completion, 


its average production period is 10+ 9+ a fit? . 


0-55 year.” 

This reckoning corresponds exactly to our definition if we 
substitute, as we ought to, say, “commodity consumed per 
month,” and “‘ labour-days applied per month ”’ for “‘ commodity ” 
and “labour-days.” The same result, viz. 0-55 year will be 
yielded if we calculate the ratio of stocks to consumption 
measuring in Jabour-days labour and capital services’ alike: the 
denominator is the same as before (100 labour-days per month) ; 
and so is the numerator, since the value of stocks in each stage is 
the product per month multiplied by the stock duration, and the 
sum of the values of all stocks is therefore (beginning with the 


remotest stage) (1 x1 year) (2 


labour days 


month x1 year) = 


1 year) + + (10 


55 the ratio is then years. 

In Mr. Hill’s second case, “ the simple case of a tool required 
at a final stage of production (e.g. the awl of a cobbler), produced 
in a day and expected to make a uniform productive contribution 
for 5 years, the average period of production in respect of the 
original factors which produced the tool would be 2} years ”’ (p. 
602). The difference between this case and the preceding one 
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seems to be this: we have in case 2 a large period of wearing-out 
(5 years) and a negligible period of investment (1 day), whereas 
case 1 only took account of investment and altogether neglected 
the wearing-out. This difference is, however, only an apparent 
one. It disappears if we adequately represent stocks of durable 
goods and services spent on their replacement. Imagine—in 
accordance with case 2—a society drawing its whole amount of 
satisfaction out of the use of durable consumption goods (houses). 
Considering the houses as stocks of future satisfaction and assum- 
ing the duration of a house is 100 years, we shall represent the 
new houses by narrow horizontal strips (see diagram) with a 
height equal to the annual wear-and-tear OM and a breadth equal 
to 100 years; the strip representing the l-year-old houses has 
then a height OM’ = OM and a breadth 99 years, etc. The curve 
limiting the total area corresponds then, in a stationary society, 
to our function L(x); its ordinate at any consumption-distance 
x is the value of those already existing particles of satisfaction 
which will be consumed, per unit of time, after x units of time 


have elapsed. The absolute value of the first derivative = 


V(z) is the amount of services spent per unit of time in replacing 
the worn-out particles by new ones which will be consumed after 
a given elapse of time x. We may apply to this case the same 
definition of the length of production as before: either a weighted 
average of the amounts of factors spent on different stages, or a 
ratio of total stocks to total consumption. The results will be 
identical. In the instance chosen by Mr. Hill there is “‘ a uniform 
productive contribution” of the durable goods in question; 
in other words, the rate of wearing-out is constant; or, in other 
words again, all “ ages ” of durable goods are at any given moment 
equally represented in the consumption ; 1 per cent. of all families 
live in new houses, 1 per cent. live in 1-year-old houses, etc. 
L(x) is then a straight line; or, if the property (oo) = O is to be 
maintained (as it should be if the whole production of society is 
considered), the condition of “ uniform contributions ’’ must be 
replaced by “nearly uniform contributions” (neglecting the 
_remotest stages of production); L(x) is then approximately a 
straight line, and the area limited by it and by the axes is (approxi- 
mately) the triangle known by Jevons. The average length of 
production, 7.e. the ratio of the area to the height, is then (approxi- 
mately) 3 length of duration. In the general case, however, the 
wearing-out, and consequently the replacement work, do not go 
on at uniform rates. For example, if the time-shape of the 
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wearing-out process is expressed by the figures of case 1, then the 
replacement work is distributed through time in the same way 
as the investment work in case 1, and the resulting average length 
of production is the same, viz. 0-55 year. In a sense, all work 
done in a stationary society is replacement work. 

Obviously the average length of production 


| 


is only one and a very insufficient characteristic of the function 
L(x). More complete information about the stock-distribution 
and distribution of services over the maturity-stages is given by the 
function L(x) itself (as shown by our diagram), or by its first 
derivative V(x) (as shown by Mr. Gifford’s diagram, p. 613). 
Even this information is, of course, very limited. It postulates 
a homogeneous “‘ congeries ”’ of goods (D. H. Robertson), neglect- 
ing all differences in the durability of individual goods and con- 
sequently ignoring the influence of quasi-rents upon prices of 
“stocks.” The capitalised quasi-rents may considerably alter 
the properties of the curve L(x). A further deformation of the 
function L(x) may be due—as pointed out by Mr. Eill—to the 
wrong expectancies of the entrepreneurs, which lead to a dis- 
crepancy between consumption and replacement; the con- 
sequent congestion of commodity stocks (durable and non- 
durable) in certain stages may even destroy the monotonic 
decreasing character of L(x) as expressed by (1). Finally, there 
is a distinction (of degree) between specific and non-specific goods, 
a further source of differences in the speed of adaptation. Thus 
the stationary scheme cannot cover dynamic facts; but the 
deviations of the facts from the scheme may be in themselves a 
symptom and a measure of certain dynamic phenomena even 
though not their explanation. 1 


All Souls College, Oxford. 


1 The writer has tried elsewhere to show the importance of the “‘ function of 
manufacture ” L(x) and its predictable (seasonal, etc.) and unpredictable fluctu- 
ations through time for the determination of the money volume of a nation 
(‘‘ Economic Parameters in a Stationary Society with Monetary Circulation,” 
Econometrica, January 1934). For purposes of monetary analysis, the fluctations 
of non-durable stocks alone are statistically measurable ; with durable goods, the 
fluctuations of the amortisation rates are likely to be surpassed by fluctuations of 
the capitalised quasi-rents owing to changes of the market interest rate and of the — 
risk premium. This makes a statistical evaluation of that part of the money- 
volume which is needed to provide for fluctuations of wear-and-tear, impracticable. 


J. MarscHak 
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PROBLEMS OF A SOCIALIST ECONOMY 


Most of the points of difference between Mr. Dobb (Economic 
JoURNAL, Dec. 1933, p. 588) and myself (Economic JOURNAL, 
June 1933, p. 237) involve issues too fundamental to be discussed 
adequately in a short note. But there is one point that can be 
easily disposed of. Mr. Dobb asserts (p. 592) that it is impossible 
to reconcile the equilibrium of demand and cost in the market 
with equality of individual income, since ‘the latter necessarily 
makes it impossible for cost to reflect the varying scarcities of 
different kinds of services. “If equality of reward prevail, 
market valuations would ipso facto lose their alleged significance, 
since money costs would have no meaning. If carpenters are 
scarcer or more costly to train than scavengers, the market will 
place a higher value upon their services, and carpenters will 
derive a higher income and have greater ‘ voting-power ’ as con- 
sumers. . . . Precisely because consumers are also producers, 
both ‘costs’ and ‘needs’ are precluded from simultaneous 
expression in the same system of market valuations.”” Mr. Dobb 
here asserts a necessary connection between things which are 
necessarily connected only under capitalism. Under socialism 
it does not in the least follow that a high valuation of carpenters’ 
services involves high incomes for carpenters. In my article of 
June 1933, I dealt expressly with this point (p. 247): “Ina 
socialist system there is no essential connection between the 
value of labour and the payment of a sum of money to a labourer. 
For purposes of accurate costing it is necessary to know the 
value imputed to human effort from the ultimate consumption 
goods in which it is embodied; but this might be used for 
accounting purposes only, each worker being rated at a certain 
figure for purposes of time-sheets and transfers from one job to 
another, while all earnings were pooled and divided up on some 
arbitrary principle—say equal incomes for everybody, or a 
system of payments according to need.” It is true that I go on 
to suggest that for several reasons (e.g. free choice of occupation) 
it might be simpler to pay each worker according to the value of 
his work (I then argue that this need not involve serious in- 
equality); but I claim that I have stated clearly enough the 
principle that, in a socialist community, labour-cost and income 
can be separated, and that, therefore, both ‘‘ costs ” and “‘ needs ” 


can be given simultaneous expression. 
H. D. Dickinson 
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FurRTHER NOTES ON JAPAN 


GOVERNMENT bond issues are proceeding according to plan, 
but so far there has been no fall in the internal value of the yen 
and its external value has, since last April, depreciated only 
slightly in terms of sterling. Such a state of affairs obviously 
cannot last indefinitely and although it is not yet possible to 
see how soon a change will develop, the next year is likely to 
prove more difficult than the last. 

While the average note-issue outstanding at the end of each 
month of 1933 was only about 7 per cent. higher than in 1932, 
the final figures for December were 15} per cent. above those of 
the previous year. Further, while Total Bank Deposits? in 
November were only 8 per cent. higher than twelve months 
before, Cash Deposits had risen 12 per cent. and Total Bank 
Clearings 40 per cent. Money in circulation, therefore, has 
recently been increasing rapidly, though so far it has only just 
been sufficient to finance the growing activities of some more 
prosperous trades, and it is, perhaps, significant that the Tokyo 
Bank Clearings for December have fallen, in spite of the usual 
seasonal influences. 

Advances and Discounts ? have not risen and the banks have 
continued to increase their investments in Government bonds, 
the quotations for which have reached higher records. The 
price of the latest 400 mn. yen, 4 per cent. issue, with a maturity 
of about 24 years, was 98-50: 300 mn. were taken by the Bank 
of Japan and the remainder by the Deposits Bureau (the Depart- 
ment responsible for the investment of Postal Savings). Nearly 
a quarter of the proceeds will be used to meet the Government’s 
interest payments. Another 300 mn. will probably be issued 
before the end of March. In spite of all these issues, interest 
rates have fallen further since the beginning of last year and the 
Bank of Japan’s discount rate is now 3-65 per cent. Industry 
has not, therefore, competed strongly with the Government in 
its demand for funds. 

The comparatively stationary demand of industry for funds 
is understandable when it is realised that, for the time being, 
opulence has depended on defence expenditure and the export 


1 Most of the figures in these notes are based on the Bank of Japan’s statistics 
and are worked out in the same way as in my previous article (ECONOMIC JOURNAL, 
June 1933). 

2 Call Loans, however, which are used almost solely by the Yokohama Specie 
Bank, the leading foreign exchange concern, rose remarkably in October and 
November. 
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trade. The industries concerned with military and naval supplies 
are, of course, advancing with the bond expenditure, and until 
the middle of the year the staple export industries had an in- 
creasing demand for their products. The less important export 
industries, manufacturing rayon, hardware, pottery and glass, 
toys, woollen textiles and various kinds of clothing, have managed, 
during the year, to take advantage of the exchange position and 
in some sections have doubled or even trebled the yen value of 
their sales. Also, all exporters have been helped by the fact 
that yen rates of wages have steadily fallen since 1931 and are 
now only about 85 per cent. of their 1929 level. Nevertheless, 
against these advantages must be set the following : 

(1) Increasing competition among Japanese exporters (notably 
of rayon) is leading to a fall in prices and, where possible, pro- 
duction-restriction agreements, while the effects of the depreciated 
exchange upon the prices of imported raw materials are now 
being fully felt. For example, in November the average yen 
price of raw cotton was more than double that of August 1931, 
whereas cotton shirtings were less than 50 per cent. above the 
earlier level. 

(2) The collapse of the United States demand for raw silk 
has reduced its yen price to the level reached immediately before 
the depreciation of the yen, and at least twenty-five foreign 
markets have recently raised tariffs or other obstacles to the 
flow of many kinds of Japanese goods. Even trade agreement 
with India will mean restrictions in one of the largest markets. 
Unless Japan now holds very large balances abroad or, which 
seems unlikely, borrows overseas, the fluctuations in the net 
imports of goods and the net receipts from shipping, tourists 
and emigrants may soon exert complete control over the exchange 
rate. Already the Finance Minister is talking of the possible 
need for a restriction on the import of raw cotton and wool with 
the double purpose of maintaining the exchange and enlarging 
the domestic demand for raw silk. 

(3) The purchasing power of the farmers—about half the 
population—is being very badly hit by the slump in silk. Rice, 
as a result of the Government’s storage of excess supplies, is now 
16 per cent. dearer (wholesale) than during last half of 1931, 
but is said not to be paying its production costs. There have, 
therefore, been strong demands for the continuation of the previous 
Budget’s provision for rural relief, which have, so far, been 
largely refused. It is true that, jointly with the fall in wage 
rates, the index of factory employment has steadily increased, 
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but this has not been sufficient to bring about a marked advance 
in the total demand of private domestic consumers. 

The general short-run situation, therefore, shows a violent 
mixture of deflationary and inflationary tendencies and it is 
difficult to say how far the issue of a further 1,300 mn. yen of 
bonds before March 1935, will lead to currency expansion.? 
Strong signs of inflation have been evident during the past few 
months, but it is quite possible that the note-issue may contract 
as it did early last year. In foreign trade the problem is to keep 
the exchange steady, with imports high in price, export prices 
falling, tariff barriers abroad rising and the leading market, 
U.S.A., showing few signs of recovery. The development of 
new kinds of exports would only partially help and would in 
any case take time. 

The questions asked at the end of my previous articles were 
chiefly of importance from the long-run point of view. The 
answer to the first is that the bond issues show few signs of slowing 
down. The other questions concerning the economic con- 
sequences of the “positive” policy cannot yet be answered, 
though it is relevant to note two contrasting points. First, the 
figures of trade with the Eastern Asiatic mainland for the first 
ten months of 1933 (which do not, however, include shipments 
of military and naval supplies on Government account) are 
below the 1931 level, whether measured in gold or sterling. 
Secondly, the absence of bond issues during the last two years 
would have added very greatly to the immediate economic and 
social difficulties of the nation. 

To-day, more than ever before, the short- and long-run 
economic future of Japan seems to depend upon the next few 
political actions of herself and of her neighbours on both sides 


of the Pacific. 
N. SKENE SMITH 


Tokyo University of Commerce. 
January 9, 1934. 


1 Estimates of this year’s total budget expenditure are about the same as 
last year. About half goes to the fighting services and one-fifth on interest 
payments. Rural relief has been reduced drastically. Total outstanding debts 
of State and Local Governments, which were 7,700 million yen in December 
1931, will probably reach at least 11,000 before April, 1935. 
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OBITUARY 


J. M. (1878-1933) 


THE well-known Russian economic historian, Josef M. Kulisher, 
died on the 17th November, 1933, at the age of 55. Part of his 
student life was spent in Germany, his earliest articles (1899- 
1902) appearing in the Jahrbicher fir Nationalékonomie und 
Statistik and in Schmollers Jahrbuch. On his return to the Univer- 
sity of St. Petersburg, of which he had been a student, he delivered 
for the first time in Russia a course of lectures on the economic 
history of Western Europe, which was published in 1909 and soon 
became one of the most widely read economic books in Russia, 
appearing in many editions (the last and eighth edition in 1931), 
and being translated into Polish, Japanese and German, the 
latter appearing as the third part of the Handbuch der mittelilter- 
lichen und neuesten Geschichte, edited by Below and Meinecke. 

His principal work, The Evolution of Profit on Capital, was 
published in two volumes in 1906-8. He then interested himself 
in the questions of municipal taxation which were being much 
debated at that time in the Douma and Government circles and 
published two volumes, Local Taxation in Foreign Countries in 
1911-13, and in 1914 a History of Municipal Taxation in Germany, 
a fundamental work which synthesises the rich German literature 
on this subject and has been regarded as one of the best works 
on the question. 

After the Russian Revolution he widened the scope of his 
studies, publishing two volumes entitled Essays in the Science 
of Finance 1919-20, which was devoted principally to questions 
of direct taxation, following this up by a Survey of World Economics 
which ran into three editions, a History of Russian Commerce, 
and The Principal Problems of Foreign Trade Policy (3rd. edn. 
1929), the fullest available account of that subject. In 1925 
came his Hssays in the Economic History of Ancient Greece and the 
Economic History of Russia in two volumes, which was also 
translated into German. For the last two years, confined to his 
bed by a serious illness, he was working on the History of Technical 
Methods and managed to complete a few articles which were in- 
tended to be part of a larger work. Even the above list com- 
prises only a small part of Kulisher’s published works, apart from 
his articles, more than 200 in number, which appeared in many 
Russian and foreign journals. 

In addition to this huge scientific output, he found time 
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to teach in the University, the Polytechnic Institute and else- 
where. He was frequently consulted by the Government on 
questions of taxation, foreign trade and so forth, both before 
and after the Revolution, and he directed the scientific studies 
of many former students who afterwards became University 
teachers. His activity was indeed prodigious. The secret of 
it, apart from his wonderful memory and wide knowledge, was 
his unceasing industry. The immense energy which his feeble 
body contained was never seen more clearly than during his 
last dreadful illness, but death overcame at last this fanatic of 
labour and science, and he died leaving many unfinished or 
unpublished works and unspoken thoughts. * 


ViADIMIR DEHN (1867-1933) 


PROFESSOR VLADIMIR DEHN, the distinguished Russian 
economist, died on the 27th December, 1933. -He studied and 
began his scientific career at Moscow University, where he 
lectured on political economy in the ’nineties. Besides his teach- 
ing activity, he took an important part in the work of the Moscow 
Commission on Home Reading which was the first step towards 
correspondence courses in Russia. His scientific studies were 
devoted to the history and statistics of population. In 1902 
he published a book on the Population of Russia according to the 
Fifth Census, and a chapter giving his further investigations 
into that subject was published in 1918 in the Bulletin of the 
Academy of Sciences. 

In 1902 he was invited to the lately created Economic Faculty 
in the Polytechnic Institute, where for the first time in Russia 
he taught economic geography. He may indeed be called the 
father of that science in Russia, publishing books on many different 
topics of agriculture and industrial economy, including a large 
Course of Economic Geography (3rd edition, 1928), a systematic 
and complete exposition of the subject. He was also the author 
of numerous articles in various journals and scientific publications. 

His principal service to Russian economics and his outstanding 
claim to recognition is to be found, however, in his teaching 
work at the Polytechnic Institute, where he remained from its 
foundation in 1902 until its reorganisation in 1930 into five 
technical schools, when he became attached until his death to 
one of these schools, namely, the Machine Building Institute. 
He was an exceptional teacher, devoting his whole time to his 
students. In the Polytechnic Institute seminars played an, 
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important role apart from the lectures, and his seminar was 
particularly famous. He has left, therefore, a large school of 
grateful and affectionate disciples some of whom are now the 
best teachers of economics in Russia. His former colleagues and 
numerous friends will always remember him as a fine Russian 
character, just, sensitive and generous. x. 
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THE sixth International Congress for Scientific Management 
will be held in London from July 15 to 18, 1935, under the chair- 
manship of Sir George} Beharrell, Managing Director of Dunlops. 

Amongst the questions which will be discussed are : 


(a) Concrete Examples of the Application of Scientific 
Management to Distribution Problems in Manufacturing, 
Wholesaling and Retailing. 

(b) Methods of controlling Production. 

(c) Methods of Selection, Education and Training of 
Personnel suitable for high administrative positions. 

(d) What are the correct methods of inculcating Modern 
Management Principles and Practices in large-scale, medium 
and small undertakings? What is the réle of Trade or 
other associations in this field ? 


Particulars can be obtained from the Secretary, Mr. H. Ward, 
21 Tothill Street, London, 8.W. 1. (Tel.: Victoria 2861.) 


THE attention of Fellows is called to Sankhyd, the organ of 
the Indian Statistical Institute, the first issue of which is noted 
amongst ‘Recent Periodicals”’ below. The complete contents 
of this issue and the terms on which the Journal is obtainable are 
given in our advertisement columns. It represents a very fine 
effort on the part of the academic world of India, to which all 
libraries concerned with Economics and Statistics would do well 
to subscribe. 


A correspondent writes :— 


“Tux Department of Business Administration of the London 
School of Economics commenced its third session last October 
with much larger numbers than hitherto. The increase results 
to a considerable extent from a new arrangement which links 
more closely training for business administration and the uni- 
versities. Under the University Scheme, as this arrangement 
is called, a number of large firms select university graduates 
who have just taken their degrees, require these men to attend 
for an academic year the Department’s course of training in 
business administration, and at its close start them in definite 
posts at salaries agreed in advance. The firms participating 
in this arrangement include some of the largest and best known 
concerns in the country. The students thus selected are, of 
course, marked men in the firms they enter and their rapid 
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advance to responsible posts therefore depends largely on the 
manner in which they take advantage of their opportunities and 
training. 

“The Department’s training comprises a second-year day-time 
course containing the specialised business subjects which the 
Department was specially founded to provide, and a first-year 
course given mainly in the evenings and consisting chiefly of 
economic studies. University graduates, provided they are 
suitably qualified, are admitted direct to the second-year course, 
which this year contains thirty students out of the total of thirty- 
five. Amongst the five first-year students, on the other hand, 
only one possesses a university degree. The thirty second- 
year students include twenty-four university graduates, ten 
from Cambridge, eight from Oxford and the rest from various 
universities in Great Britain and abroad. The Economics 
Tripos and Modern Greats are well represented, but the majority 
of students have taken various degrees, past experience having 
shown that a good university degree provides as a rule a sufficient 
and suitable foundation for training in business administration. 

“‘ Arrangements are being made to continue the University 
Scheme next session. Men who are completing their degree 
work in June of this year and who wish to take advantage of the 
Department’s training and to apply for the opportunities for 
advancement to responsible business posts which the Depart- 
ment and the University Scheme hold out, should therefore get 
in touch with the Head of the Department at 11, Clement’s Inn 
Passage, W.C.2, if possible before the summer vacation.” 


No. 172.—vo.L. XLIv. M 
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Wheat Studies. 
(Food Research Institute, Stanford). 


NovEMBER, 1933. Price Leadership and Interaction among Major 
Wheat Futures Markets. From an analysis of initial changes 
and responses, it is found that Chicago and Winnipeg originate 
approximately two-thirds of all price movements and Liverpool 
only about one-third. 


DEecEMBER. The World Wheat Situation, 1932-33 : A Review of the 
Crop Year. World wheat supplies were again superabundant, 
despite short crops in the Danube basin and the United States. 
Importing Europe harvested a record crop, and import re- 
strictions were tighter than ever before; consequently, imports 
were the smallest since 1917-18, and well below the pre-war 
average. Stocks were built up and reached a new high level. 
The excess—roughly 70 per cent. above normal—was again 
mainly in North America. 

JANUARY, 1934. World Wheat Survey and Outlook, January 1934. 
The 1933 world wheat crop ex-Russia is small, but 190,000,000 
bushels above last September’s estimate. Supplies are parti- 
cularly heavy in Europe. World disappearance will probably 
exceed production, leaving stocks roughly 120,000,000 bushels 
smaller, but still some 300,000,000 bushels above normal. 


Index (Stockholm). 


NovEeMBER, 1933. Some Problems of International Economic Equili- 
brium. J. B. ConDLIFFE. 


DeceMBER, 1933. The Inadequacy of Price Stabilisation. B. OHLIN. 


JAaNuARY, 1934. Uniform Indication of Countries in Trade Statistics. 
S. Stockman. 


Journal of the Osaka University of Commerce. 


SEPTEMBER, 1933. (Being the first number.) Price Standardisa- 
tion in Government Control of Rice. S. Kawata. What directs 
Management Activities. F. Muramoto. Tax Exemptions in 
Japan. R.Oyvamapa. Gemeinwirtschaft, Gesellschaft, und Wirt- 
K. Foxur. Zur Kritik der Zweikontenreihentheorie. 


Revue d’ Economie Politique. 


SEPTEMBER, 1933. Economie corporative et systéme capitaliste. F. 
Prerroux. La semaine de quarante heures. G. Lepuc. Le 
bloc des Etats agricoles de l’ Europe centrale et orientale et son pro- 
gramme, A. Bussor. 


Journal des Economistes. 


NoveMBER, 1933. Les erreurs gouvernementales en France et aux 
Ftats-Unis. E.Payrn. L’Industrie sidérurgique. R. J. PrerRe. 
Nouvelle loi sur les cartels en Tchécoslovaquie. S. BoRODAEWSKY. 


DecemBeER, 1933. La Situation budgétaire frangaise fin 1933. E. 
Payren. L’Italie économique. R. J. PIERRE. 
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Bulletin de V Institut des Sciences Economiques. 

NovEMBER, 1933. Indices de la consommation en Belgique de 1897 
a 1933. L. H. Dupriez and M. Borzsovux. L’évolution écono- 
mique de la sidérurgie belge de 1830 & 1913. A. Wreatu. Les 
finances de I’ Etat et la conjoncture en Belgique de 1830 4 1913. P. 
VAN DER Rest. La conjoncture économique de la Belgique et du 
Luxembourg. L. H. Dupriez. 


Weltwirtschaftliches Archiv. 


JANUARY, 1934. Staatsraum und Wirtschaftsraum. A. PREDOHL. 
A discussion of the relations of economic and political areas. 
The economic limitations of nationalisation as based on areas are 
considered theoretically and by some particular cases. The 
significance of Autarchy for Germany is finally discussed. 
Innereuropdische Handelspolitik. R. Riepu. An_ historical 
account of the policy of trade agreements, pre-war and post-war, 
leading to the problem of the reaction of the Ottawa Agreement 
on European conditions, and to a critical discussion of the 
alternatives which European countries may adopt. Meist- 
begiinstigungsklausel und Kontingent. C. BRINKMANN. The 
aim is to show the contradiction in the ideolegy of the most- 
favoured-nation clause between the juridical assumption of equal 
nations and the economic assumption of unequal competing 
interests; the impossibility of a logical exccution of the un- 
conditional form of the clause; and the place of the quota as a 
corollary, instead of as a deterioration, of a tariff system. Der 
Erkenntniswert des Kettenschlusses in der Aussenhandelstheorie. 
W. Haun. The problem whether an export of money, such as 
Reparation payments, can set up interactions which will cause a 
back-flow. It has been sought to show this by a chain oi argu- 
ments, to which the author applies the test of the theory of 
probabilities. The general conclusion has a probability depend- 
ing on a number of particular probabilities in such 2 way as to 
make the result an empirical rather than a theoretical one. 
Grundsdtzliches zur Messbarkeit der Nachfrage-elastizitét. In 
quantitative economics, point elasticity is useless; existing 
systems of arc elasticity also. The right place of the function 
of elasticity. Analysis and differences of the theories of choice 
of the Americans and Austrians. Importance of the standard of 
life for elasticity. Not the utility curve, but the demand curve, 
is primary. The formula of the demand curve to be used for 
measuring elasticity. 


Schmollers Jahrbuch. 


OcToBER, 1933. Das biirgerliche Recht in nationalsocialistischen deutschen 
Staat. H. Dowie. Politik und Wirtschaft im Denken der faschist- 
ischen Fiihrer. W. Kocu. Zur Soziologie der finanzpolitischen 
Entscheidung. F. K. Mann. Realistische Konjunkturerklarung. 
F. Lutz. 

DEcEMBER, 1933. Recht und Wirtschaft. O. VON ZWIEDINECK- 
Stpenuorst. Das neue britische Wirtschaftssystem. F. HEYER. 
Historische-kritische Untersuchungen zum politischen Verhalten der 
Intellektuellen. A. Borr. 


J 
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Zeitschrift fiir Nationalékonomie. 
OctoBER, 1933. La méthode de la science économique. U. Ricct. 
- An argument for free competition among the methods, but 
insisting on the dangers of statistical method if separated 
from economic theory. Observations a la théorie de productivité 
marginale, E. ScHNEIDER. The first part is devoted to the 
problem of the relation between the theory of marginal produc- 
tivity and the technical structure of production. The second 
part treats the question resulting from the derivation of these 
theorems under monopolistic or polypolistic conditions, and not 
under free competition. Connections causales et connections 
fonctionnales du mécanisme économique. O. Conrad. A dis- 
cussion with Hans Mayer, in which it is held that a complete 
explanation of price must include both the functional and the 
causal (psychical) factors. 

JaNuARY, 1934. Zur gegenwédrtigen Krisenlage und inflationistischen 
Krisenbekampfungspolitik. A. Amonn. Lohnfonds und Geld- 
kapital. R. Striet. Ricardo und die Entstehung des Bullion 
Report. E. Fossatt. Ursachen und Wirkungen der Kapital- 
bewegungen. R. Nurxse. Die Fliessarbeit. G. AKERMANN. 


Jahrbiicher fiir Nationalékonomie und Statistik. 
NovemsBErR, 1933. Internationale Kartelle. K. Fries. 


DEcEMBER, 1933. Ueber das Verhaltnis von Philosophie und Sozial- 
6konomie. F.Zavow. Das geschichtliche Staindestaat. J. A.TzoBu. 
Méglichkeiten und Grenzen der bauerlichen Siedlung, besonders im 
Hinblick auf die gewerbliche Arbeitslosigkeit. P. QUANTE. 


Archiv fiir Sozialwissenschaft und Sozialpolitik. 

JULY, 1933. Die Krisensituation der kapitalistischen Wirtschaft. G. 
Cotm. Statistische Analysen der wirtschaftlich Selbstindigen. 
T. Getcer. Alfred Vierkandts Gessellschaftslehre. F. SANDER. 
Volksvermégen und Kassenbedarf. H. Netsser. Vom Grossen- 
system der Geldwirtschaft. J. MarscHak. 

Avaust, 1933. Offentliche Wirtschaft und Planwirtschaft. F. Exsas. 
Struktur und Grenzen der statischen Wirtschaftstheorie. S. REIMER. 
Die quantitative Selbstregulierung der Zahlungsbilanz. W. 
NER. Steuerlose Weltwirtschaft. E. Leprrer. Uber die Aquiva- 
lenz beim Tausche und die wirtschafiliche Dimension. H. BrErR- 
NARDELLI. Die Wirklichkeit der Wirtschaft. E. C. van Dorp. 
Bemerkungen zur Erfassung der sozialen Struktur. H. Sprrer. 


Annali di Statistica e di Economia (Genoa). 

Vol. I, No. I. Congiderazioni intorno ai rapporti tra tonnellaggio marit- 
timo mondiale e commercio estero. V. Morettt. Conti bancari 
della Banca dei regolamenti internazionali. A. 
Gold Exchange Standard in India. B.N. Srnwa. 


Annali di Economia. 
DrcemBER, 1933. II sistema di banca continentale e quello inglese 
nell’anteguerra. P. MENGARINI. Giuseppe Prato, maestro di 
storia economica. A. BERNARDINO. I] credito di accettazione. 
G. CaPoDAGLLO. 
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Giornale degli Economisti. 

SEPTEMBER, 1933. Indirizzi di pensiero politico economico nel Risorgi- 
mento italiano. A. G. Cantna. L’imputazione dell’interesse 
Jigurativo al “costo monetario dell’uomo.” T. Zurst. Sulla 
distribuzione dei terreni agrari nel Giappone dal 1908 al 1930. M. 
Hayakawa. 


OcToBER, 1933. Un’ imposta sul reddito lordo delle imprese speculative 
e i suot effetti. M. Puatiesz. A study of the incidence and 
general effects of a tax on the gross receipts of industrial, com- 
mercial and financial enterprises leads to the conclusion that 
such a tax would have much to commend it so long as it was 
not too heavy. L’ Australia e Vemigrazione italiana. F. MiLone. 
The majority of Italian emigrants to Australia tend to settle on 
the land, and for this and other reasons Australians ought to 
welcome rather than discourage Italian immigration. JI rapporto 
dei sessi nei nati da concepimento antenuziale. D. DE CASTRO. 


NovEMBER, 1933. Considerazioni intorno alla curva della domanda. V. 
DomrneDo. The second of two articles dealing with the mathe- 
matical theory of demand. Economia generale ed economia delle 
ricchezze. A. Brecuis. Recent definitions of economics, notably 
that given by Professor Robbins in a recent book, aré too wide 
to be serviceable to the economist. It seems better to confine 
the scope of the economist proper to the study of the economics 
of wealth. Thomas Joplin e il “‘ Piano per la costituzione di 
una Banca Nazionale” di David Ricardo. E. Fossatt. Nuovi 
dati sulla natalita in Italia. Proressor G. Mortara reproduces 
some interesting figures relating to the birth-rate in the different 
Italian provinces. He draws attention to the very rapid fall in 
the birth-rate in recent years and expects that this fall will continue. 


Riforma Sociale. 


SEPTEMBER-—OCTOBER, 1933. Contributo ad un confronto fra le spese 
militari della Francia, dell’Italia e della Germania. L. BARBERIS. 
Contains some interesting comparisons, reduced to the common 
basis of the lira, of the prices in France, Germany and Italy of 
the principal items of expenditure for military requirements. 
La crisi dello zucchero e la rivoluzione cubana. E. Grrerti. The 
recent revolution in Cuba has an economic origin, and is chiefly 
due to the wrong-headed policy adopted throughout the world with 
regard to the production and consumption of sugar. Risparmio 
disponibile e lavori pubblicit. L. Ernaupt. A plea for public 
works as a means of counteracting the deflationary tendencies 
of a period of acute depression and unemployment. Piani 
economict americani. TH. Batocu. A critical and pessimistic 
account of recent economic policy in the United States. The 
President and his advisors cannot make up their minds between 
conflicting and mutually contradictory policies of inflation and 
deflation, with the result that they are destroying confidence and 
discouraging investment. L’interesse come prezzo per l’attesa. 
V. Porrt. A brief defence of the view that interest is the price 
of waiting, against attacks recently made on that theory in the 
Zeitschrift fiir Nationalékonomie by A. Mahr and E. Carell. 
Lavoro e costo :—contributo ad una teoria pura. L. Ernaupi and 
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M. Resta. Azoto e frumento. P. Banpi. Principii utilitaristici 
e imposta. L. Rosst and L. Ernavpt. 


NovEMBER-DECEMBER, 1933. Trincee economiche e corporativismo. 
L. Ernavup1. A cautious survey of the possible sphere of action 
of the Corporations in Italy. The decline in the field where 
competitive forces can operate freely, and the growth of im- 
perfect competition, make it possible that some extension of 
control in the general interest may rebound to the advantage 
of the community. La moneta controllata e le sorprese dell’esperi- 
mento americano. PROFESSOR CABIATI continues his destructive 
criticism of recent economic policy in the United States. Un 
momento critico per le sete. Le cause ed i remedi. KE. GIRErtTt. 
An examination of the critical position of the Italian silk industry 
in the face of Japanese competition. Finanzae riforma dei consigli 
provinciali dell’ economia corporativa. F.A.Rkpact. Eszerimenti 
di valorizzazione. C. VANNUTELLI. Economia regolata inglese. 
C. Paanz. A brief account of recent English legislation affecting 
agriculture. Interventi chirurgici in materia finanziaria (Il 
risanamento della ‘‘ Italgas”’ e della“ S.I.P.”). KR. Levis. Divaga- 
ziont bancarie. M. MazzuconELui. Discussioni teoriche sull’im- 
posta. L. Exnaupi, U. Ricct and L. Rossi. Some brief 
controversial notes on the minimum sacrifice theory of taxation. 
Intorno ad una critica della rendita e del monopolio dal punto di 
vista morale. V. PoRRI. 


De Economist. 


JUNE, 1933. Prof. Mr. Dr. Anton van Gijn. C. A. VERRIIN StuaRT. 
An obituary article on Professor van Gijn, who died 11th May, 
1933. De theorie van den internationalen handel in de socialistische 
literatur. P. J. Bouman. Socialism has been an international 
organisation since Marx, and it is surprising that more attention 
has not been paid to questions of international trade. Different 
nations are at different stages of development, and it is therefore 
not to be expected, even on socialist theory, that all countries 
will arrive at the stage of revolution simultaneously. There are 
thus two questions: (i) trade between a socialist and a capitalist 
state, and (ii) trade between two socialist states. On the side of 
non-socialist writers, reference is made to Pierson, who holds that it 
is impossible to find an objective standard for trade between two 
socialist states; there would also be difficulty in financing trade. 
So also Mises. On the side of the socialist writers, the article 
summarises the views on foreign trade of the forerunners (St. 
Simon, Fichte, Owen), and of Thompson, Fourier, Blanc, Leroux 
and Pecqueur. Proudhon was “ the first socialist with economic 
insight.”” His solution might do for trade between socialist 
states; he does not ‘consider trade between a socialist and a 
capitalist state. The German socialists, in general, are silent 
about future problems. Marx’s phrase “socially necessary 
labour ” must have reference to some geographical unit. It is 
impossible to speak of normal conditions of production for the 
whole world. Of later writers, Varga and Morreau receive most 
attention. Foreign trade represents a “neglected chapter in 
socialist theory.” Since Marx many socialists have discussed 
in abstracto many subjects which can only be considered con- 
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i cretely. Verminderende meeropbrengsten. J. TINBERGEN. A 
mathematical discussion of the articles on Diminishing Returns 
contributed by Dr. van Genechten to previous numbers. 


Juty—Aveust, 1933. Het octrooi der Nederlandsche Bank: I. Ant. 
Van Gisn. In connection with the termination and renewal 
of the Charter of the Netherland Bank, the writer discusses a 
number of questions of banking policy. The arguments of those 
who desire the socialisation of the Bank is considered in the 
light of war experience. It is suggested that the extent to which 
the printing press may be abused depends on the measure in 
which economists and financiers possess insight into monetary 
questions. In this connection reference is made to the influence 
of Knapp in Germany. In discussing the merits of a chartered 
bank or a state bank, the arguments in favour of the greater 
efficiency of a private bank are considered. At present the Bank 
pays higher salaries than is customary in corresponding positions 
in the state service. Other matters considered are the division of 
profit (representing a higher share for the state at each renewal 
of the charter), the size of the capital of the bank, and the con- 
vertibility of the bank notes. The article concludes with a dis- 
cussion of the currency system of Holland. Beschowwingen over 
de elasticiteit van de vraagcurve: I. G. Brouwekrs. A dis- 
cussion of the method of measuring elasticity of demand. Re- 
ference is made to Marshall, Englander, Schultz and Mrs. Gilboy. 


SEPTEMBER, 1933. Het rapport der commissie van onderzoek inzake 
het huidig systeem van belegging van de gelden der Rijksfondsen 
commissie Patijn: I. J.J. KoRNDORFFER. Three commissions 
have recently reported regarding the investment of ‘‘ government 
funds.” The latest commission (Patijn) is largely concerned with 
the investment of old age pension funds and invalidity insurance 
funds. The question of principle involved is whether the funds 
belong to the state or to the insured. The majority hold that the 
funds belong to the state, and that therefore the state has a free 
hand as to their investment. The minority emphasise the moral 
right of the insured, and consequently argue that the funds should 
be invested in something yielding a better return than the national 
debt. ‘‘ These interests involve, inter alia, that investment in 
national debt should only take place to a moderate extent, as is 
also the case in private life insurance companies.” Het Octrooi 
der Nederlandsche Bank: II. Ant Van Gisn. A continuation 
of the previous article, dealing with points arising in connection 
with the renewal of the bank charter. The points dealt with 
are: (i) the form of the weekly statement, which is criticised ; 
(ii) investment of special reserves; (iii) provision as to remunera- 
tion of the directorate. Beschowwingen over de elasticiteit van de 
vraageurve: II. G. Brouwers. A continuation of the mathe- 
matical discussion of elasticity of demand. 


OcToBER, 1933. Handhaving van den Gouden Standaard in Neder- 
land en hare consequenties. H. M. H. A. Van DER VALK. 
That different countries have pursued different ends in the 
monetary policy adopted is shown by reference to Britain, U.S.A. 
and Germany. Holland has had no consistent ‘ conjunctur ” 
policy in these matters. The difference between earlier crises 
and the present crisis lies chiefly in the recent rigidities in the 
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economic system. The article resolves itself into a consider- 
ation of these rigidities. From the side of consumers’ ex- 
penditure, the cost-of-living figures are considered, with special 
reference to the rigidities of rent and taxation. On the side of 
producers, the rigidities of wages, rent and mortgages are dis- 
cussed. Expressed in real wages, the well-being of many classes 
of workers has risen. The Government’s policy in respect of 
support given to agriculture and quotas is discussed. In con- 
clusion, the writer considers how far the various rigidities are 
connected with the maintenance of the gold standard. Het 
rapport der commissie etc (Patijn) II. J. J. Konnporrrer. A 
continuation of the previous article, discussing other possible 
methods of investment of insurance funds (mortgages, railway 
stock, etc.), concluding with a general survey and criticism of 
the Report. 
Ekonomisk Tidskrift. 


1933. Nos. 5-6. A Statement of the Problem of T'rade-Cycle Theory. 
This abstract was incorrectly rendered in our issue for September, 
1933. A correct abstract should read : “ The author studies the 
relation between the factors influencing the cyclical change of 
production and the factors acting on the cyclical change of 
saving. After a discussion illustrated by a stereoscopic model, 
it is concluded that a change in distribution, i.e. increased saving, 
seems to be a necessary condition of a change in production, 
i.e. increased employment. The thesis will be demonstrated by 
statistical induction in a following paper.” J. AKERMAN. 


NEW BOOKS 


British. 


ADARKAR (B. P.). The Principles and Problems of Federal Finance. 
P.S. King. 83’. Pp. 301. 12s. 6d. 

Anprew (E. J. L.). Indian Labour in Rangoon. Oxford Uni- 
versity Press. 84”. Pp. 300. 10s. 6d. 

Astor (Viscount) and Murray (K. A. H.). The Planning of 
Agriculture. Oxford University Press. 84". Pp. 186. 6s. 

Baace (G.). Wages in Sweden, 1860-1930. Institute for 
Social Sciences, University of Stockholm. P.S. King. Pp. 579. 

CoLBOURNE (M.). Economic Nationalism. Figurehead. 7}”. Pp. 
284. 3s. 6d. 

Dattrorr (E. M.). The Foundation of Industrial Stability. 
P.S. King. 83”. Pp. 138. 7s. 6d. 

Davis (J. M.), (Ed.). Modern Industry and the African. Mac- 
millan. 84’. Pp. 425. 12s. 6d. 

Day (J. P.). Considerations on the Demand for a Central Bank 
in Canada. Toronto and London: Macmillan. 9”. Pp. 56. 2s. 6d. 

Economic Essays in Honour of Gustav Cassel. October 20, 1933. 
Allen and Unwin. 93”. Pp. 720. 30s. 
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Exnzia (P.). The Sterling-dollar-franc Tangle. Kegan Paul. 7}.” 
Pp. 207. 7s. 6d. 

Ennzia (P.). Germany’s Default: the Economics of Hitlerism. 
Macmillan. 83”. Pp. 128. 7s. 6d. 

Gapart (D. R. and V. R.). A Survey of the Marketing of Fruit in 
Poona. Poona: Gokhale Institute of Politics and Economics. 94’. 
Pp. 184. Rs. 2-8. 

GoLtpscumipt (R. W.). The Changing Structure of American 
Banking. Routledge. Pp. 318. 12s. 6d. 

Grecory (T. E.). Gold, Unemployment and Capitalism. P. S. 
King. 84”. Pp. xvi-+ 308. 12s. 

Hawtrey (R. G.). Trade Depression and the Way Out. New 
edition. Longmans. 84”. Pp. ix + 183. 7s. 6d. 

Institute of Pacific Relations. The Peopling of Australia. Second 
Series. Melbourne University Press. 7}’’. Pp. 327. 6s. 6d. 

JauncEy (L. C.). Australia’s Government Bank. Cranley and 
Day. 7}. Pp. 288. 7s. 6d. 

JEWKES (J.) and WinTERBOTTOM (A.). Juvenile Unemployment. 
Allen and Unwin. 7}”. Pp. 159. 5s. 

Jonzs (J. H.). The Economics of Private Enterprisé. 2nd ed. 
Pitman. 84”. Pp. 462. 7s. 6d. 

Knoop (D.) and Jonges (G. P.). The Medieval Mason: an 
economic history of English stone building in the later Middle Ages and 
bs ae times. Manchester University Press. 84”. Pp. 294. 
12s. 6d. 

Kovero (I.). Some Views on Marginal Utility and the Theory of 
Taxation. Helsingfors. Pp. 103. 

Macmitian (H.). Reconstruction: a plea for a national policy. 
Macmillan. 83”. Pp. 128. 3s. 6d. 

Mavtpon (F. R. E.). The Use and Abuse of Statistics, with 
special reference to Australian economic statistics. Melbourne Uni- 
versity Commerce Students’ Society. 93". Pp. 52. 

MoFaRLANE (JOHN). Economic Geography. 4th ed. Pitman. 
84”. Pp. 687. 10s. 6d. 

McGreaor (A. G.). Lasting Prosperity; a plan to ensure a con- 
stant balance between the power to consume and the power to produce. 
2nded. Pitman. 8}". Pp. 206. 7s. 6d. 

MvUKERJEE (R.). Land Problems of India. Longmans. 94’. 
Pp. 369. 9s. 

PananpikaR (S. G.). Industrial Labour in India. Longmans. 
83”. Pp. 299. 9s. 

Percy (Lorp Eustace). Government in Transition. Methuen. 
Pp. 243. 7s. 6d. 

Political Economy Club. A Select Collection of Scarce and Valuable 
Tracts on Money, from the originals of Vaughan, Cotton, Petty, 
Lowndes, Newton, Prior, Harris, and others. With a Preface by 
J. R. McCulloch. Photographed from the original volume printed for 
the Political Economy Club, 1856. P.S. King. Pp. 637. 15s. 

Porter (L.). A Business Man’s View of the World Crisis. Williams 
and Norgate. 7}”. Pp. 151. 3s. 6d. 
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Puxuey (H. L.). A Critique of the Gold Standard. Allen and 
Unwin. 83”. Pp. 272. 10s. 6d. 

Smmmat (R.). The Principles and Practice of Marketing. Pitman. 
84”. Pp. 247. 12s. 6d. 

SmocorzEwskI (C.). Poland’s Access to the Sea. Allen and 
Unwin. Pp. 468. 16s. 

STAFFORD (J.). Essays on Monetary Management. P. S. King. 
74”. Pp. 230. 7s. 6d. 

Stamp (Sir J. C.). Ideals of a Student. Ernest Benn. 83”. 
Pp. 240. 8s. 6d. 

Topp (J. A.). The Mechanism of Exchange: a handbook of 
— 4th ed. Oxford University Press. 73”. Pp. 336. 
7s. 6d. 

Urwick (L.). Management of To-morrow. Nisbet. 8}”. Pp. 
xvii + 205. 8s. 6d. 

Van DER PoE. (J.). Railway and Customs Policies in South 
Africa, 1885-1910. Longmans. 84”. Pp. 151. 7s. 6d. 

Winpetr (N.). Australia as Producer and Trader, 1920-32. 
Oxford University Press. 84”. Pp. 320. 15s. 

WirHers (H.) and others. Gold. The Times Publishing Com- 
pany. Pp. 238. 6s. 


American. 


Brapy (R. A.). The Rationalisation Movement in German 
Industry : a study in the evolution of economic planning. University 
of California Press (London : Cambridge University Press). 9}”. Pp. 
466. 22s. 6d. 

Cornell University Agricultural Experiment Station. Wholesale 
prices for 213 years, 1720 to 1932. Part I. Wholesale prices in the 
United States for 135 years, 1797 to 1932. G. F. WaRREN and F. A. 
Pearson. Part II. Wholesale prices at New York City, 1720 to 1800. 
H. M. Stoker. Ithaca, N.Y. 9”. Pp. 222. 

DunxMan (W. E.). Qualitative Credit Control. Columbia Uni- 
versity Press (London: P.S. King). 82”. Pp. 345. 15s. 

GeERsTING (J. M.). The Flexible Provisions of the United States 
Tariff, 1922-30. University of Pennsylvania Press. 9}”. Pp. 185. 

Horrman (R.J.8.). Great Britain and the German Trade Rivalry, 
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Milford). 9”. Pp. 363. 15s. 

Kwarrp (J. G.). The Hard Winter Wheat Pools: an experiment 
in agricultural marketing integration. University of Chicago Press 
(London: Cambridge University Press). 8}”. Pp. 180. 7s. 

Knieut (F. H.). Risk, Uncertainty, and Profit. (Reprint by 
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Letra (C. K.). Elements of a National Mineral Policy. Published 
by the Mineral Inquiry, New York. Pp. 162. $1.25. 

McKay (D. C.). The National Workshops: a study in the French 
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ReEMEr (C. F.) and Patmsr (W. B.). A Study of Chinese Boycotts, 
with special reference to their economic effectiveness. Baltimore : 
_— Hopkins Press (London: Humphrey Milford). 9”. Pp. 306. 
12s. 6d. 

TEELE (S. F.). Department Leasing in Department Stores. 
Boston, Mass., Harvard University School of Business Administration 
(Business Research Studies No. 4). 11”. Pp. 39. $1. 


French. 


Ansiaux (M.). L’inflation du crédit et la prévention des crises. 
Paris: Librairie Dalloz. 9”. Pp. 272. 35 fr. 

BounraTtan (M.). Crédit et conjoncture. Marcel Giard. 9”. 
Pp. 144. 20 fr. 

GRAZIADEI (A.). Les variations de la rente et la propriété de la 
terre. Les Editions Rieder. 73”. Pp. 192. 20 fr. 

HANDELSMAN (M.). La Pologne, sa vie économique et sociale 
pendant la guerre. Tome premier. Paris: Les Presses de France. 
10”. Pp. 627. 80 fr. 

Institut National Agronomique. L’agriculture-dans Vevolution 
de la crise mondiale : Conférences organisées par L’Institut National 
Agronomique. Paris: Félix Alcan. 10’. Pp. 233. 20 fr. 

Prrov (G.). La crise du capitalisme. Paris: Recueil Sirey. 84". 
Pp. 139. 15 fr. 

Sapry (M.). L’Empire Egyptien sous Ismail et l’ingérence anglo- 
frangaise (1863-79). Paris: Librairie Orientaliste Paul Geuthner. 
10”. Pp. 570. 75 fr. 

Travaux du Congrés des Economistes de langue francaise, 1933. 

onomie liberale et économie dirigée. L’étalon or. Paris: Les 
Editions Domat-Montchrestien. 9”. Pp. 191. 30 fr. 


Italian. 


Brocarp (L.), LANDAUER (C.), Hopson (J. A.), Lorwin (L. L.), 
DosBert (G.), Sprriro (U.). L’economia programmatica. Florence : 
G. C. Sansoni. 84”. Pp. 205. 151. 

Bucci (C.). Nuovo equilibrio economico, Milan : Societa Dante 
Alighieri. Pp. 347. 201. 

CaTTaNEo (P.). La distribuzione della ricchezza annualmente 
prodotta. Turin: Fratelli Bocca. 10’. Pp. 313. 321. 

Crosara (A. A.). Sulla logica dello smercio contro i sofisti e gli 
opinanti disattenti. Padua: the author, Regia Universita. 9}”. 
Pp. 91. 151. 

Giannini (F.). Crisi. Milan and Rome: Treves-Treccani-Tum- 
minelli. 8”. Pp. 300. 151. 

Luca (M. DE). Credito e ciclo economico. Naples: Lorenzo 
Alvano. 93”. Pp. 98. 121. 

Luca (M. peg). La legge dei rendimenti decrescenti nei suoi 
presupposti e nella sua portata. Naples: Lorenzo Alvano. 93’. 
Pp. 92. 101. 


d 

1 

j 


174 THE ECONOMIC JOURNAL [MARCH 


Luzzarti (L.). I problemi della terra. Bologna: Zanichelli. 
Pp. 670. 50 


Marcuint (E.). Dogmi da infrangere. Milan: Baldini and 
Castoldi. 73”. Pp. 124. 81. 

Spreiro (U.). Capitalismo e corporativismo. Florence: G. C. 
Sansoni. Pp. 157. 15 1. 


German. 


(Gwerne-Tzam). Die Binnenschiffahrt auf dem Jangtse- 
Kiang seit 1900. Berlin-Wilmersdorf: R. Mannheim Verlag. 8}’. 
Pp. 95. 


Exsas (M. J.). Volkswohlstand und Volkseinkommen. Messung 
des Wohlstands und Dynamik des Lohns. Leipzig: Hans Buske. 
Pp. 

FREUDENBERG (E.). Die Subventionen als Kreislaufproblem in 
Marktwirtschaft und Staatswirtschaft. Tiibingen: Mohr. 93”. Pp. 
96. 6m. 


GoLtpscumipt (R. W.). Kapitalpolitik. Berlin: Junker und 
Dinnhaupt. 93”. Pp. 478. 

JouN (E.). Gold inflation und Wirtschaftsentwicklung. Berlin : 
Carl Heymanns Verlag. 9}”. Pp. 149. 

Kautz (E. A.). Der Hafen von Vlissingen, seine Stellung und 
Entwicklungsaussichten im internationalen Verkehr. (Weltwirt- 
schaftliches Archiv, Fiinftes Erginzungsheft.) 934”. Pp. 401. 

Peter (H.). Aufgaben der Wirtschaftstheorie in der Gegenwart. 
Stuttgart: W. Kohlhammer. 94”. Pp. 45. 1-50 m. 


(H.). Grundprobleme der theoretischen Nationalékonomie. 
Stuttgart: W. Kohlhammer. 93”. Pp. 204. 9m. 


TAEUBER (W.). Geld und Kredit im Mittelalter. Berlin: Carl 
Heymanns Verlag. 93”. Pp. 361. 32m. 


WissMann (H.). Organische Wahrungsreform, Indexwahrung und 
Arbeitsbeschaffung. Stuttgart: W. Kohlhammer. 93”. Pp. 110. 
2-50 m. 


MENGER (C.). Untersuchungen iiber die Methode der Sozialwissen- 
schaften und der politischen Oekonomie. (London School of 
Economics—Reprints, No. 18.) Pp. 291. 


Official. 


LEAGUE oF NATIONS. 

— of Payments, 1931 and 1932. 104”. Pp. 189. 
7s. 6d. 

Committee of Statistical Experts. Report to the Council on 
the work of the Second Session. 13”. Pp. 18. 9d. 

International Trade Statistics, 1931 and 1932. 104”. Pp. 365. 
10s. 

Taxation of Foreign and National Enterprises. Vols. II, III, 
IV, V. 103”. 4 vols. 12s., 7s. 6d., 6s., 28 


1934] RECENT PERIODICALS AND NEW BOOKS 175 


INTERNATIONAL LABOUR OFFICE. 
Employment Exchanges: an international study of placing 
activities. 94”. Pp. 231. 5s. 
International Survey of Social Services. 93”. Pp. 688. 15s. 
Pea Recovery Measures in the United States. 94”. Pp. 
. 38. 


UniteD Kinepom. 

Newfoundland Royal Commission, 1933. Report. Cmd. 4480. 
93.” Pp. 283. 5s. 6d. : 

Report of the Departmental Committee on the Employment 
of Prisoners. Part I. Employment of Prisoners. Cmd. 4462. 
92”. Pp. 99. 1s. 6d. 

Twenty-third Report of the Development Commissioners. 
92”. Pp. 107. 2s. 


